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A Banker’s Diary 


IN the second month of the war the outstanding 
development in the monetary field—and a very welcome 
: one—has been the return to cheap money 
Cheap conditions. Reference was made in these 
Money cag Nis Re a : 
Again notes last month to the deflationary impact 
of the outbreak of war—the increase in 
unemployment and the widespread withdrawal of credit 
facilities, which led to the attempted liquidation of gilt- 
edged securities precisely at a time when the yields on 
long-dated stocks at the minimum prices had been 
rendered hopelessly unattractive by the high return 
obtainable (thanks to the 4 per cent. Bank rate) on 
Treasury bills. That phase, fortunately, endured only 
for a very few weeks. The reduction in Bank rate to 
3 per cent. on September 28 prepared the way for a 
thawing of the gilt-edged market, which was completed 
by the middle of October, when War Loan finally 
struggled above the official minimum. Although (to the 
repeated disappointment of the discount market) the 
Bank rate was not reduced to 2 per cent. until October 26, 
the latter half of the month saw a remarkable recovery 
in gilt-edged, War Loan soaring rapidly above minimum 
levels by a full five points. The revival of confidence 
which lay at the root of this recovery was undoubtedly 
due partly to political factors. But it was stimulated and 
encouraged by a liberal expansion in the credit base. 
The steady return of notes from circulation, itself a 
sign of progress towards normal conditions, facilitated a 
creation of cash which raised the banks’ cash ratios at 
the end of September to 11? per cent. To employ these 
additional resources, the banks made strenuous efforts to 
replenish their discounts portfolios by bidding for bills at 
ever lower rates, which soon left the 3 per cent. Bank 
rate as completely out of touch with market rates as was 
the former 2 per cent. rate throughout the greater part of 
the pre-war cheap money period. 
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In this way easy money was translated into cheap 
money, even though Bank rate remained for some weeks 
at an illogical half-way level. In market 
Will Banks quarters it tended to be assumed, perhaps 
take up ne . 
Gilt-Edged? Somewhat uncritically, that this second 
easy money drive would operate to bring 
down long-term interest rates in exactly the same way as 
its forerunner in 1932 by driving the banks into gilt- 
edged on a substantial scale. With the return to normal 
credit conditions, any necessity for exceptionally high 
cash ratios (except as a safeguard against a possible 
breakdown of communications) has admittedly dis- 
appeared. But it has to be remembered that the banks, in 
contrast with their earlier position, have emerged from 
the first cheap money period with their investment hold- 
ings already at a high level in relation both to deposits 
and—what is more important—to their capital and 
reserves, which must bear the brunt of any depreciation. 
No doubt such relationships will cease to have any great 
significance under the exigencies of war finance. Never- 
theless, the depreciation factor is more than a book- 
keeping problem, since the banks can hardly work on 
the assumption that their holdings will remain undis- 
turbed until maturity. Reliance on gilt-edged as a 
buttress to deposits in times of stress has admittedly been 
rather undermined as a result of recent experience, while 
the authorities appear to have accepted the principle of 
creating credit to fill the gap caused by a general 
scramble for liquid assets. But in normal times the total 
of money market assets is very closely determined by the 
Government’s requirements for current finance, and 
investments must necessarily be the balancing factor to 
movements in advances. 


THE decision of the clearing banks to resume the publica- 
tion of monthly figures is extremely welcome, though 
there will be some regret that the change- 

Jumpin over to a single end-month return for each 
Advances bank, instead of the former weekly 
averages, rather destroys the continuity of 

the series. Nevertheless, it seems safe to suppose that the 
new returns may normally be compared with the old 

H 
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without grave error resulting. For the September figures, 
this slightly questionable comparison is made in the 
following table :— 


MONTHLY CLEARING BANK RETURNS 


Sept., Change on Change on 
1939 month year 
£ millions 
Deposits whe ie 2,278.1 + 33.0 + 9.2 
Advances va is 1,010.9 +26.4 + 41.7 
Investments .. + 602.9 + 3.5 — 42.9 
Discounts is a 236.2 — 42.9 — 52.8 
Call Money .. “a 145.6 — 1.9 — 2.6 
Cash és ‘ia 267.5 +34.6 + 33.6 
% % % 
Cash Ratio .. ‘a 11.74 + 1.37 + 1.43 


It will be seen that the combined cash holding rose by as 
much as £34.6 million, the counterpart of this increase 
being the sharp decline of £42.9 million in discounts, 
which of course resulted from the suspension of bill 
purchases in the early weeks of the war. An unexpected 
movement, in view of the earlier complaint that the banks 
were calling in advances, is the jump of over £26 million 
in this item to £1,010.9 million, or less than £20 million 
below the all-time peak reached at the height of the 1929 
boom. It is evident that any repayments must have been 
offset at an early stage by advances to the expanding 
armaments industries and by temporary advances in 
substitution for trade credit, which was severely restricted 
on the outbreak of war. Given this special demand for 
accommodation, which might otherwise have severely 
aggravated the initial liquidity crisis, the wisdom of the 
expansion in bank cash is evident, quite apart from any 
questions of Government borrowing and gilt-edged 
yields. Since the net rise in deposits was only £33 million, 
the combined cash ratio jumped in one month from 108 
to the high level of 11} per cent. By allowing it to return 
to the conventional minimum, the banks could create an 
additional £397 million of deposits without any further 
increase in cash whatever. Actually, bank cash was 
augmented by a further fro million during October, 
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unless the notes returning from circulation came out of 
the banks’ till money holdings, which seems unlikely. 

Incidentally, the September figures showed a sudden 
increase from £68.3 million to £81.9 million in the 
items in course of collection. Almost certainly this 
reflects, not any increase in cheque drawings, but merely 
the transfer of the clearing to the provinces and the 
consequent increase in the average period for which 
items are outstanding. This movement is a striking 
commentary on the practice adopted in some quarters of 
including this item when calculating liquidity ratios. On 
this basis the liquidity of the banks could be increased 
quite considerably by removing the clearing to, let us 
say, New Zealand. The benefit would, of course, be 
particularly great at the present time in view of the severe 
delays in the Australasian mails, which have necessitated 
an adjustment in Australian and New Zealand exchange 
rates. 


THE return of notes from circulation, as will be seen from 
the following table, continued steadily throughout 
October. By October 18 the contraction 


Pine from the peak level of £553.5 million shown 
Declining in the September 13 Return amounted to 


£23.1 million, so that more than half of the 
notes withdrawn in the first weeks of the war had 
returned to the Bank :— 


ANALYSIS OF BANK RETURN 


Note Cir- Govt. Total Total Bankers’ 
culation Reserve Securities Securities Deposits Deposits 
£ millions 


Sept. 27 .. 541,833 38.994 120,336 146,700 167,440 107,131 
Oct. 4 .. 538,749 42,151 113,616 138,343 162,247 106,034 
II .. 535,033 45.939 114,31 139,055 167,299 116,716 
18 .. 530,316 50,693 107,536 134,010 166,990 116,445 
25 .- 527,137 53,936 106,041 132,379 168,578 116,761 


The decline of £14,696,000 in the note circulation from 

September 27 to October 25 was almost exactly 

neutralized by a reduction of £14,321,000 in the Banking 

Department’s holding of securities. Notwithstanding 

this extreme stability in the credit base, bankers’ deposits 
I 
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actually rose by a further £9,630,000, benefiting by a fall 
in public deposits from £19,841,000 to £12,010,000. 


BusINEsS in the discount market was held up throughout 
the month by the prevailing expectations of a further 
; reduction in Bank rate, which made 
een a market houses extremely reluctant sellers 
Rates» Of bills. The effect on rates of this unwil- 
lingness to part with bills was the more 
pronounced because of three factors. The first was the 
enormous increase in outside competition for bills 
produced by the combination of easy money and the 
speculative attraction given to bills by the possibility of a 
cut in Bank rate. Total applications at the tender of 
October 20 to £102.9 million, the highest figure seen since 
the freak conditions before the formation of the market 
syndicate in 1935, when the severe shortage of bills drove 
market houses to resort to the self-defeating practice of 
inflating applications in the hope of securing a larger 
individual allotment. Of the October 20 figure probably 
rather less than half represented syndicate applications, 
even after the agreed increase from the former total of 
£30,000,000 earlier in the month. The second factor 
driving down bill rates was, of course, the extreme 
hunger for the bills of the banks, whose portfolios, as 
was shown above, were severely depleted during Sep- 
tember. In their efforts to entice bills out of market 
portfolios the banks eventually departed from their 
normal rule by bidding for bills at rates below the agreed 
short money rate of 2 per cent. Thus the average rate 
of allotment at October 20 fell drastically to below 1} per 
cent., and before Bank rate was reduced the banks were 
quoting no more than 14 per cent. even for January bills. 
In adopting this course the banks were endorsing the 
popular expectation of a lower Bank rate. The calcula- 
tions from their point of view was that it is better to 
make certain of a yield of 14 per cent. for twelve weeks 
rather than make call loans at a rate of 2 per cent., which 
might at any time be reduced to 1 per cent. by a reduc- 
tion in Bank rate—as, of course, it was on the following 
Thursday. 
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THE view has been put forward that this anomalous 
relationship between bill rates and money rates (which 
obviously results in a running loss on bills) 
Where —_ cannot long endure because of its cost to the 
. money market. Actually there is no such 
cost provided the banks remain ready 
buyers of bills, since the running loss will be more than 
offset by the profit on resale to the banks. Obviously the 
market can afford to tender at 43 below the money rate 
for bills which yield a turn of zz a week later, though the 
margin on resale ought obviously to provide adequate 
compensation for the risk of a change in bank policy 
before the bill becomes eligible for resale. Subject to 
this risk, it is the banks which are the losers if Bank rate 
should not be reduced, since they will have accepted a 
lower yield on their funds than was necessary. 


e 
Loss Lies 


Tue third factor helping to drive down discount rates was 
the restriction of offerings through the weekly tenders to 
comparatively low figures. In his war 
The Rise in Budget Sir John Simon estimated the deficit 
Tap Bills for the second half of the year at a figure 
equivalent to some £25 million per week, 
and in recent weeks the deficit has actually been substan- 
tially more. Yet it was not until the middle of September 
that the outstanding tender issue began to rise at all, and 
by October 20 the increase since the outbreak of war was 
no more than £46 million to £546 million, whereas tap 
bills rose over the same period by £81 million to £700 
million. Itis difficult to see where these funds have come 
from for investment in tap bills. Net expenditure of 
foreign exchange must have been small over a period in 
which the Treasury was acquiring surrendered foreign 
currencies from British nationals, and sales of securities 
by public departments must also have been small. The 
most obvious remaining explanation seems to be that the 
banks have been supplied with these bills by the authori- 
ties direct, presumably with the object of bringing down 
rates at the weekly tenders, though no doubt the 
Exchange Account has also been converting into tap 
12 
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bills some of the tender bills acquired during the pressure 
on sterling before the war. 


In the past month there has been much criticism of the 
new controls as lacking in co-ordination and placing 
unnecessary obstacles in the way of legiti- 
The Threat mate and even desirable business. These 
to Export ous . . 
Trade Criticisms apply with particular force to the 
severe restraints under which export trade 
has been allowed to suffer. To obtain materials from 
abroad and to conserve our exchange resources it is 
absolutely vital that a country such as this should strain 
every muscle to increase exports, and lip service has in 
fact been paid to this principle by Government spokes- 
men. The sad reality, as is only too well known, is that 
export licences were held up for some weeks after the 
war started, and even in the past month have been 
obtainable only with difficulty and after the delays 
involved in obtaining the sanction of various depart- 
ments. Nor is it merely a question of administrative 
muddle. There seems to be no realization of the fact 
that a particular material, though itself desirable for 
defence purposes, can profitably be exported if it will 
secure still more essential supplies. Thus in recent weeks 
copper, tin and other base metals have commanded sub- 
stantial premiums over the maximum prices fixed in this 
country. Unfortunately our own stock position was 
allowed to become so tight that the question of exporting 
supplies to secure dollars on advantageous terms could 
not even arise. 


War Finance: Lessons of 1914-18 
By W. T. C. King 


N this war those whose task it is to formulate high 
I policy have in every sphere one great advantage over 

their predecessors of twenty-five years ago: they can 
profit by the mistakes which were made “ last time.” In 
some directions it is already clear that they are doing so. 
In others—and war finance is one—this is less certain. 
With the urgent caveat that conclusions thus formed 
must not be taken uncritically as a guide to policy, a 
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scrutiny of the financial methods of the last war therefore 
seems particularly worth while—if we hope to avoid the 
mistakes of the past. 


The financial blunders of the last war produced an 
inflation that more than trebled the cost of living and left 
in its train an economic wreckage which took us more 
than a decade to clear away. Many people, calculating 
gloomily how large an increase in taxation might be 
needed to finance a war without inflation, assert that the 
burden would be greater than the nation could bear. 
Fortunately for our morale, that is pure moonshine. The 
burden is neither lessened nor postponed, whether it be 
apportioned by taxation or by inflation. There is, 
however, a possibility that a long war financed entirely 
without inflation might place a major strain upon some 
of our social institutions. And if this is so, we may have 
to accept a moderate degree of inflation. But at least we 
can hope to do a great deal better than last time. 


To what extent was the last war financed by inflation ? 
That question, unfortunately, does not admit of a simple 
arithmetical answer.* But an analysis of the Budgetary 
and banking situation reveals both the degree of inflation 
and how it was caused. What, in the first place, was the 
monetary cost of the war? It has been argued that it 
ought to be measured by the Budgetary cost of war 
services, but when the whole economy is profoundly 
affected by war conditions, that argument is surely 
untenable. It is, of course, true that not all of the State 
expenditure in 1914-18 was required (even indirectly) for 
war purposes. But the only possible way of allowing for 
this is to deduct from each year’s total a hypothetical 
amount for “ normal ” | San, ennai a normal 





. The difficulty is, i course, that the two things ide it is pore 
to compare—viz., the Budgetary cost of the war and the amount of 
inflation—are each functions of the other. It is easy to compute the 
“amount ’’ of inflation, as indicated by the extra purchasing power 
created during the war, but what matters also is when the creation 
took place. If, for example, {1,000 million of new credit is created 
in a five years’ war, it makes a great deal of difference whether the 
creation progresses geometrically through the quinquennium or 
whether it occurs wholly in the last year. In the first case, general 
prices and Government costs will rise progressively throughout, 
whereas in the second case they will be stationary until the last year. 
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rate of growth on pre-war figures. This has been done 
in the following table, and, since the rise in prices resulted 
from war inflation, the “ normal” expenditure is shown 
at pre-war prices. 

BUDGETARY COST OF THE WAR 
























































Fiscal Total National ‘‘ Normal ”’ Net War 
Year Expendiure* Expenditure Expenditure 
At 1914 1914 At 1914 
Actual Pricest Prices Actual Prices 
{mns. {mns. {mns. {mns. {mns. 
1913-14 ue 197 197 one ~— _ 
1914-15 
Pre-war .. 62 62 62 — — 
War - 498 427 145 353 282 
560 489 207§ 353 282 
1915-16 ~~ 22 1,098 212 1,347 886 
1916-17 .. 2,198 1,188 217 1,981 97I 
1917-18 .. 2,696 1,230 222 2,474 1,008 
1918-19 -. 2,579 I,I01 227 2,352 874 
1914-19 -. 9,592 5,106 1,085 8,507 3,921 
War Period||.. 9,530 5,044 I,023 8,507 3,921 
1919-20 .. 1,666 606 232 1,434 374 
1920-21 .. 1,195 459 237 958 222 
IQI4-21 ~+ 22,493 6,171 1,554 10,899 4,517 


War Period|]].. 12,391 6,109 1,492 10,899 4,517 

















* Gross expenditure, including advances to Allies and Dominions. 
t Recalculated on the basis of The Economist index, taking in each 
_— year the mean of the monthly indices, with July, 1914, as the 
ase. 
§ Actual estimate for 1914-15 in Budget of April, 1914. 
|| Periods from August 2, 1914, to March 31, 1919, and March 31, 
1921, respectively. 
Total national expenditure, it will be seen, amounted to 
£0,592 million in the five fiscal years 1914-15 to 1918-10, 
and if the few months before August I, ro1r4, are 
excluded, the “ war period ” expenditure becomes £0,530 
million. Even the direct expenditure for “ war ” purposes 
did not, however, cease immediately with the cessation 
of hostilities, while, on the other hand, in the two 
succeeding fiscal years the Government secured substan- 
tial sums from the sale of surplus stores—these provided 
rather over £500 million. As, moreover, the inflation 


WAR FINANCE-LESSONS 79 





caused by the war continued until virtually the end of 
the fiscal year 1920-21, there is a logical case for regarding 
the war period as lasting until then. The war period 
expenditure thus defined was £12,391 million at the then 
current level of prices. 


War REVENUE AND BORROWINGS 











Total Revenue «War ”’ 
Revenue* Actual Treasury 

Fiscal Year Actual % of % of War Deficit Borrowingt Bill 
Expenditure Expenditure Issues§ 
IQI4-15 £{mns. y % fmns. f{mns. {mns. 
Pre-war .. 55 — — 7 _ +3 
War “i 172 34.6 5-7 326 405 +61 
227. 40.5 5:7 333 407 +64 
1915-16 bg 337 21.6 9.3. 1,222 1,165 + 443 
1916-17 ‘ 573 26.1 17.9 1,625 1,625 —56 
1917-18 ‘s 707 26.2 19.6 1,989 1,984 +510 
1918-19 em 889 34.5 28.2 1,690 1,682 —17 
1914-19 .« 22 28.5 19.4 6,859 6,863 +944 
War Period .. 2,678 28.1 19.4 6,852 6,861 +941 
1919-20 ~ 5,300 80.5 77.2 326 323 +57 
1920-21 .. 1,426 119.2 124.1 +232 +237 +108 
1914-21 -- 5.499 44.2 35-2 6,954 6,949 +1,109 





War Period .. 5,444 43-9 35-2 6,947 6,947 +41,106 





* “ Normal ’’ expenditure as shown in first table, and Budget 
assumed balanced in each year. 

t Difference between borrowing and actual deficit represents change 
in Exchequer balances during year. 

§ Net change in amount outstanding at end of each fiscal year. 


What it would have been had no inflation occurred 
cannot be calculated, but a rough idea of it can be gained 
by recalculating each year’s outgoings at 1914 prices—a 
computation which is also valuable as a guide to the 
growth of Government expenditure in real (as distinct 
from monetary) terms. This is done in the second column 
of the table, which shows that, at 1914 prices, total 
expenditure in the war years was £5,044 million and in 
the full period, 1914-21, £6,109 million—less than half the 
“actual” expenditure. It reveals, too, that war effort in 
terms of outlay was exerted much more quickly than is 
generally assumed : even in 1917-18, the most costly year 
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of the war, “ real” expenditure was no more than 12 per 
cent. above that for 1915-16, the first full year. What is 
even more remarkable about these figures is that they 
strongly suggest that in the first full year the nation was 
devoting to the war almost the same proportion of the 
national income as was absorbed when the war effort was 
at its peak. For the war years no authoritative figures of 
national income are available, but the figure for the last 
pre-war year is put at £2,200-£2,400 million. If we 
assume that the stimulus of war conditions had raised this 
figure by £200 million (at pre-war prices) by 1915-16, the 
proportion then absorbed by Government expenditure 
would be 42-46 per cent.; a similar increase in income in 
the ensuing two years would give a proportion of 44-47 
per cent. for 1917-18. 

The relative stability of these figures appears the more 
striking in the light of the methods by which the expen- 
diture was financed. Our second table shows that, of the 
£9,530 million expended in the war years, no more than 
£2,078 million, or 28.1 per cent., was found from revenue. 
The whole of the remainder came from borrowing, in its 
various forms. And if, instead of comparing actual 
revenue and expenditure, we take additional revenue 
and “net” war expenditure (computed as already 
explained), the proportion is inevitably less favourable 
still—it is no more than 19.4 per cent. for the full period, 
with figures as low as 5.7 and 9.3 per cent. in the broken 
period of 1914-15 and in 1915-16 respectively. Even the 
inclusion of the years 1919-20 and 1920-21,* in which 
expenditure was falling and receipts were being swollen 
by sales of surplus stores, does not produce any very 
impressive ratio. For 1914-21, the full period of war 
inflation, the actual percentage was 43.9,¢ and that for 
“war” revenue compared with “war” expenditure 
was 35.2. 

The result of this profligate system of finance was to 
raise the national debt by the huge amount of £6,861 
millions in the war years alone. At the peak, virtually 
£2,000 million was borrowed in a single year. For the 











* There was a surplus of £230 million in the year 1920-21. 

+ The figure of 63.8 per cent., quoted in an article in the August 
BANKER as the proportion of war expenditure raised by borrowing, 
apparently refers to the six fiscal years ended March 31, 1920. 
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six years to March, 1920, the borrowings totalled £7,185 
million, but were reduced by £237 million in the following 
year, so that the net figure for the period August 2, 1914, 
to March 31, 1921, was £6,947 million. 

Needless to say, not all of these borrowings were 
inflationary. Provided that Government loans are taken 
up by the public (in the broadest sense of that term), they 
will involve a curtailment of the demand for goods and 
services, so that productive resources are set free to meet 
the correspondingly increased Government demands. In 
that event, it is only to the extent that there is a lag 
between the release of civil productive resources and 
their mobilization for Government work that inflation 
can result; and it will not necessarily occur even then. 
The immediate economic effects of borrowing from the 
public are, in fact, virtually identical with those of 
taxation, though the long-term distributional effects are 
vastly different. When, however, Government loans are 
effectively financed by the banks, inflation must result, 
for the funds are provided out of new credit and no 
automatic release of productive resources can occur. 
This is true, of course, whether the banks themselves buy 
the bonds, whether they lend to customers who subscribe, 
or whether they buy the securities sold by investors to 
finance subscriptions. 

To discover how far the war borrowings were infla- 
tionary, it is therefore necessary to know how they were 
distributed. The following table throws some light on 
this question. 

In interpreting this table, which is based on one repro- 
duced in Kirkaldy’s “ British Finance,” it must be borne 
in mind that a given type of loan, though designed 
primarily to appeal to a particular class of lender, is by 
no means wholly taken up by that class, and the distinc- 
tions between classes are more than ordinarily blurred 
in wartime. For example, the long-term loans were 
undoubtedly largely absorbed by the general public, yet 
it is known that some £600 million of them were actually 
subscribed by the banks, apart from extensive advances 
to public subscribers and purchases on the market. On 
the other hand, Treasury bills, which ordinarily are 
almost exclusively a banking security, were quite largely 
taken up by private and trade interests. This form of 
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analysis of borrowings is not, therefore, any reliable 
guide to the extent of inflationary borrowing, though it 
may be noted that really heavy Treasury bill finance is 
invariably inflationary, whereas borrowings abroad, 
though they mortgage future national income, are not. 


War BoRROWINGS 
August 2, 1914, to March 31, 1921 


Receipts from : 

















£ (millions) 
Long-term Loans— 
First War Loan, 34% 1925-28. . ri .. 331.8 
Second War Loan, 44% 1925-45 oe .» 592.5 
Third War Loan, 5% 1929-47 8 
Third War Loan, 4% 1929-42 ai ~ Tee 
Victory Loan, 4% Victory Bonds .. -- 244.7 
Victory Loan, 4% Funding .. “es oo ©6— GE 
2,348.6 
Issues on Tap— 
Short Bonds, &c. - - a .. 2,356.9 
Savings Cerificates ws - ‘a -. 339.1 
, 2,696.0 
Sundry Short Issues a - ns “a 127.9 
Floating Debt— 
Treasury Bills ‘ ns “a -» 1,105.3 
Ways and Means Advances .. a ~. 153.5 
1,258.8 
TOTAL DOMESTIC BORROWING 6,431.3 
OVERSEAS BORROWING .. es 1,360.4 
Gross Borrowings an oe - 7,791.7 
Less Redemptions, &c. .. ~~ 845.1 
NET BORROWINGS, 1914-21 am £6,946.6 


The only practicable way of discovering how much of 
the war borrowing was financed by inflationary means is, 
indeed, to examine the growth of bank deposits. It is 
immaterial for this purpose whether the deposits were 
originally created by purchases of Treasury bills or of 
War Loan, or by advances to ordinary industrial 
customers. But the following table, which shows the 
growth of deposits, does also show the principal bank 
assets. 
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GROWTH OF BANK DEPOSITS, 1913-20 
(U.K. Banks, Joint Stock and Private) 


At Deposits Bills Advances Investments 
Dec. 31 {mns. {mns. {mns. {mns. 
1913 Ba 1,071 168 506 211 
1914 - 1,167 161 536 242 
1915 $s 1,272 127 498 441 
1916 -- 1,479 237 472 436 
1917 -» 1,743 368 549 432 
1918 7" 2,034 444 615 511 
1919 nid 2,399 376 1,007 600 
1920 . 2,549 451 1,147 553 
Increase .. 1,478 283 641 342 
Per cent. .. 138% 168% 127% 162% 


This table, it will be observed, is based on year-end dates, 
as publication of monthly figures was suspended during 
the war. It was resumed, however, in 1921, and if the 
banks as a whole showed the same trend as did the 
clearing banks, deposits at March, 1921, would have 
totalled £2,421 million—£1,350 million, or 126 per cent., 
above the level of end-1913. 

At the end of the war period, therefore, roughly 
£1,350 million of Government war borrowings of £6,950 
million was financed, directly or indirectly, by the banks. 
In addition, £311 million was financed through the 
Currency Notes Account, but, allowing for the gold 
withdrawn from circulation, only a net £188 million of 
this was directly inflationary finance. These two items 
together represent, roughly, 12 per cent. of the war 
borrowings and some 22 per cent. of the total war 
expenditure; but it would be quite wrong to say that the 
war was to a corresponding extent “financed” by 
inflation. All that can be said is that the Budgetary and 
borrowing policy which was pursued produced a certain 
rise in prices—the cost of living and wholesale prices at 
their respective peaks were 176 per cent. and 228 per 
cent. above the pre-war levels—and a certain expension 
of bank deposits. If, on the other hand, the war had 
been financed exclusively from taxation or from taxation 
plus loans wholly subscribed by the public (except for 
loans raised abroad), there need have been no inflatian. 
But it is impossible from this sort of analysis to correlate 
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the two, and to say that between the two extremes a given 
increase in tax-financing would have involved a given 
(smaller) rise in prices than actually occurred. 

It is clear, none the less, that the great extent of the 
inflation as due to the fact that no serious effort was made 
td check it in its early stages—and very little effort there- 
after. Taxation policy in the early years was feeble in 
the extreme. For example, an increase in income-tax in 
the emergency Budget of November, 1914, was held to 
justify a virtual maintenance of the tax-structure in the 
following April, although revenue for 1914-15 had proved 
to be only £20 million more than had been estimated 
before the war (but for the war rise in prices there would 
have been an actual shortfall!). Revenue in the following 
year looked better, at £337 million, against £227 million; 
yet the real burden of taxation had hardly altered, for 
£100 million of this gain was due to the rise in prices. 
Indeed, it was not until 1916-17, with the first receipts 
from the E.P.D. (imposed in September, 1915), that tax 
revenue began to expand really sharply. Yet by the 
beginning of that year prices had risen by nearly 60 per 
cent., and by the end of it were a good deal more than 
doubled. Then, it is true, the E.P.D. rate was raised— 
from 60 to 80 per cent. (the initial rate had been 50)—and 
the yield promptly rose from £140 to £220 million. That 
leap in the yield ought alone to have revealed what was 
happening—what indeed happened throughout the war 
—that the much-vaunted special war-taxation was simply 
mopping-up a part (and only a part) of the paper profits 
of inflation. Even in 1918-10, the heaviest tax-year of 
the war, receipts from all revenue sources were, at 1914 
prices, only go per cent. above the 1913 level, despite the 
intervening growth in national income. Taxation policy, 
in short, because it came late, did little or nothing to 
achieve a real transfer of resources from private to 
Government uses: it simply helped to check additional 
private competition for those resources. 

The process of transfer was, in fact, achieved rather 
more successfully by the borrowing, for the loan propa- 
ganda was enterprising and vigorous, especially in the 
later years. As an anti-inflationary weapon it was 
blunted, however, by the Government’s practice of 
allowing Treasury bills to run up to very high figures 
before launching a major loan, and by the fact that it 
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delayed far too long before putting out “tap” issues of 
Savings Certificates and short bonds. At times, too, even 
the propaganda defeated its true ends, for it whipped up 
such enthusiasm for the Third War Loan that it induced 
the banks to make over-liberal advances to subscribers 
(strangers included!), thereby creating credit which 
remained outstanding for many months and sometimes 
years. 

' These, however, were mere mistakes of detail by 
comparison with the major blunders of policy. Quite 
plainly, the main causes of the inflation in the last war 
were the inadequacy of war taxation as a whole, and the 
Government’s dilatoriness both in raising tax rates even 
to the levels eventually reached and in devising effective 
means of tapping public savings. And in considering, 
for the future, to what extent various financial policies 
might be inflationary, one striking warning emerges from 
the figures of the last war. In the period 1914-19 new 
bank credit creations represented no more than 12 per 
cent. of total Government expenditure; 28 per cent. came 
from revenue, and the balance of 60 per cent. came from 
loans which may be presumed to have been financed by 
non-inflationary means. The results of that somewhat 
superficial calculation are at first glance distinctly 
impressive: to finance 88 per cent. by non-inflationary 
means does not look unduly reckless, especially as for the 
full period 1914-21 that same proporion was divided 
equally between revenue and “non-inflationary”’ bor- 
rowing. But the proof of the pudding is in the eating: 
that seemingly moderate proportion of inflationary 
finance actually raised bank deposits by 138 per cent. 
and more than trebled the general level of prices. In the 
early years, moreover, the rise in prices was out of all 
proportion to the growth of deposits. 

The moral is obvious. Above all, we must be on our 
guard against what look like small “marginal” amounts 
of inflationary finance. If, for example, it were found 
that for the fiscal year 1940-41 the Treasury hoped to 
finance a prospective deficit of, say, £1,000 million by 
£300 million of new taxation, by £600 million of long- 
term loans, and the balance by floating debt, it might 
well seem that our policy was almost purist in its rigour. 
But those who recall the experience of 1914-19 would 
have good cause to question such an assumption. 
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The Control of Prices 


O doubt this war has its military aspects, but it is 

N on the economic front that it will ultimately be 
decided—that has become a platitude. Hence it 

is both fitting and inevitable that the first few weeks of 
war should have seen the issue of a multitude of new 
regulations which touch our economic life at a thousand 
points. Yet an orthodox economist, asked to describe 
and classify the economic system which has resulted, 
would find himself very much in the proverbial predica- 
ment of the chameleon on a tartan. At first sight, the far- 
reaching powers of economic coercion taken by the State 
might suggest that we have in fact made the transition to 
a controlled economy, as is so widely supposed. But all 
the innumerable executive orders implementing those 
powers do no more, taken together, than interfere with 
the working of the price system. They do not suspend it. 
In form, we are still working an individualist price 
economy, in which the direction of production is con- 
trolled by movements of prices and their effect on the 
prospective profits of independent companies. Yet steps 
have been taken to set an absolute limit to the movement 
of some prices and to regulate others, to take back the 
greater part of the additional profits which provide the 
initial incentive to an expansion of production in some 
lines and to prevent profit margins from rising in others. 
By all the known economic categories, such a system 

is neither fish, flesh nor fowl. That is not to say that it 
will not work. This country has a genius for obtaining 
excellent results from institutions which are logically 
indefensible, such as the mixture of anachronisms and 
inconsistencies known as the British Constitution. There 
is no reason why this hybrid hotch-potch of an economic 
system should not serve our immediate purposes equally 
well.: It will work, first of all, because the profit motive has 
largely been tacitly superseded, even where it nominally 
remains the over-riding incentive. Company directors 
will no longer aim primarily at maximising profits for 
the shareholders who appointed them and to whom they 
are legally responsible, if this is against the national 
interest. The system will work, partly, because most 
productive resources, both human and material, are far 
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more highly specialized to particular uses than the text- 
books visualize. For this reason alone, for example, the 
fixing of artificially low prices for commodities which are 
rationed just because they are most urgently needed will 
not cause the immediate decrease in production which in 
theory should result. Finally, the system will work, 
more or less smoothly, because the redistribution of 
income through taxation will serve as an alternative 
guide to the direction of production where the profit 
motive has been weakened or destroyed by the distortion 
of prices. The avoidance of loss, after all, is an equally 
powerful incentive. 

Yet, for all that, the authorities would do well to re- 
member, when fixing prices by decree, that price move- 
ments after all perform a function, that there is some- 
thing to be said in favour of natural prices which 
equalize supply and demand. By the same token, it 
should be realized that there is a great deal to be said 
against artificially low prices which remove all incentive 
to supply goods in the future, or which force some buyers 
to go away empty while leaving the favoured few in 
possession of goods for which others would willingly have 
paid more—thus vitiating the basis of cost calculations 
on which the efficiency of production depends. It should 
be remembered, too, that the basic aim is to check infla- 
tion and not to prevent price movements as such. In the 
past a great deal of mischief has resulted from this identi- 
fication of inflation with rising prices. The great 
American inflation of 1928 continued unnoticed and 
unchecked for so long simply because improvements in 
productive technique were bringing about a reduction in 
costs which, but for the monetary expansion, would have 
resulted in falling prices. 

In the past month we have been presented with an 
example of the obverse case. The jump of 10 points to 
165 in the Ministry of Labour’s Cost of Living Index, 
and above all the jump of 12 points to 150 in the Index 
of Food Prices, gave rise to some concern and was 
widely misinterpreted as a sign of inflation. Whether it 
was due to some inflation of profit margins remains to be 
seen. But what is quite certain is that September was, 
from the broader monetary point of view, undoubtedly a 
deflationary period in which unemployment rose sharply 
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and much expenditure, both private and commercial, 
was abruptly curtailed. The rise in prices was almost 
certainly the reflection of rising costs, particularly the 
jump in two cost elements affecting all imported commo- 
dities: the 15 per cent. increase in the price of dollars 
and other important currencies; and the enhanced costs 
of transport-freight rates alone shot up by over 75 per 
cent., and other charges, such as insurance, were also 
higher. Since these are non-recurrent items, a continu- 
ance of the rise might justifiably arouse some misgivings, 
but so far as September is concerned, the increase in 
prices had nothing to do with inflation. It is vital that 
the distinction between “ real” and “ monetary ”’ factors, 
which has become blurred even for economists in the 
Keynesian world of under-employment, should be kept 
in the forefront of our minds at the present time. There 
is all the differer se in the world between an inflationary 
price rise, reflecting an increase in the money value of 
productive factors, and one due to rising costs proper, in 
which money retains its value in terms of command over 
factors of production, though not of goods. 
Considerations of this kind must form the back- 
ground to one’s appraisal of the measures taken by the 
Government for the direct control of prices. These take 
three general forms: rationing, which tends to keep 
down prices by limiting aggregate demand; the fixing 
of maximum prices; and the prevention of profiteering 
by restricting rises in some goods to rises in ascertained 
costs. Fundamentally, of course, there is only one sure 
means of combating inflation, and that is an appro- 
priate credit policy—which means, among other things, 
that once the effective circulation of money has reached 
the level necessary to ensure full employment Govern- 
ment expenditure must be financed by taxation and the 
borrowing of genuine savings. But to emphasize this is 
not to deny that the direct regulation of prices can serve 
a useful purpose. If expansion is in prospect, the creation 
of money need not be the antecedent cause of a rise in 
prices; it may be made inevitable by such a rise. There 
is such a thing as a rising spiral of costs and prices which 
can operate to spur on inflation. In our present system, 
the wages of more than a million workers are fixed by 
sliding scales based directly on the cost of living, and any 


0 ae eae ee ee 


a (CD =m m= We we Sele 


=<—SN 


————— ee 


THE CONTROL OF PRICES 89 


rise in living costs inevitably gives rise to demands for 
wage increases which it may be difficult to resist. Thus 
it is of the utmost importance to keep down the cost of 
living so far as this is consistent with other objectives. 
It might be argued that the force of competition provides 
an automatic and ambiguous check on unwarranted 
price increases, and that the best check against profiteer- 
ing would be to ensure that competition is preserved. 
Everyone would admit, however, that competition no 
longer prevails over wide areas of the price structure. 
Thus the introduction of the Price of Goods Bill (popu- 
larly known as the Anti-Profiteering Bill) was no doubt 
as necessary as it was prompt. 

The Bill has met with general approval as a work- 
manlike piece of draftsmanship. Its basic idea is simple. 
For the goods coming within its scope (and which will be 
defined in orders issued by the Board of Trade) any 
advance in prices over the levels ruling before the war— 
normally the price on August 1—must be justified by 
increases in specified costs. Specific provision is made 
against well-known forms of evasion, such as insistence 
on the purchase of other goods as well as the controlled 
goods, or charging for services other than transport. A 
trader having the controlled goods in stock is prohibited 
from refusing an offer in the ordinary course of business 
at the “ permitted price ” (that is, the “ basic price” plus 
any “ permitted increase ” due to rising costs). The rules 
for determining the basic price are sufficiently elastic to 
cover seasonal goods, and provision is made for deter- 
mining basic prices in the case of new firms or firms 
which were not trading in the commodity in question 
before the war, though the case of new goods (such as 
goods made differently, or of substitute materials, due 
to the war) is not explicitly covered. The method of 
enforcement appears practicable. Complaints will be 
heard by regional committees, who will report to a 
Central Price Regulation Committee if a price appears 
unwarranted. Much will obviously depend on the com- 
position of the latter committee, which will have the duty 
of co-ordinating the whole system, and it is imperative 
that it should have at its disposal the services of trained 
accountants and an economist. It is to this committee 
also that traders must look for protection against unfair 
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prosecution, since there is always a danger that the 
retailer, being near at hand, may be made the scapegoat 
for public discontent when the underlying trend of 
prices is upwards. This safeguard is the more necessary 
as the presumption of innocence which underlies all legal 
procedure is abandoned in this Bill, which places the 
onus upon a defendant to prove that the price in question 
was justified by higher costs. 

One extremely useful provision is the power given to 
the Board of Trade to prescribe a mark which may be 
affixed to goods certifying that a legitimate price is being 
asked. This should not only help to minimize com- 
plaints, but also contribute substantially to the effective- 
ness of the whole system. It is notorious that the chief 
method of evading any price control is by the variation 
of quality. A great deal will in any case depend on the 
ability of the Board of Trade to specify workmanship 
and materials. If the scope of the Bill is confined through 
the marking system even to a narrow range of easily 
standardized products, the public will have a useful 
guide to what the prices should be of ungraded goods. 

The chief difficulties obviously lie in the basis adopted 
for the ascertainment of cost. Under competitive con- 
ditions prices are governed not by retrospective costs but 
by replacement cost, so that even an anticipated rise in 
cost tends to be reflected in prices immediately. In this 
way the necessary curtailment of consumption is brought 
about smoothly in advance and the consumption of exist- 
ing stocks is spread over a longer period. It is not clear 
whether this would be permissible under the Bill, which 
refers to cost of stocks “necessary to the business.” 
Perhaps a more serious difficulty resides in the ascertain- 
ment and allocation of indirect (overhead) costs, such as 
rent. The whole basis of the measure is, of course, the 
assessment of prices for different articles, item by item, 
whereas traders are in the habit (even under competitive 
conditions) of fixing a higher profit margin on some goods 
than others, so as to obtain, in the aggregate, the maxi- 
mum contribution towards overheads. The fact that 
variation in turnover is specified as one of the factors 
justifying higher prices will presumably cover such cases. 
Otherwise traders will find themselves in the unenviable 
position of having to accept losses on articles which do 
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not sell well, without being allowed the protection of 
raising prices for those lines which are in good demand. 
This may be a stimulus to good buying, but it would 
also tend towards concentration on safe lines. The public 
would find that it could obtain an ever-increasing range 
of goods only by placing definite orders in advance, with 
all the inconvenience and uncertainty which that entails. 

It is in any case in respect only of a narrow range of 
goods that this comparatively scientific attempt has been 
made at an adjustment of prices to changing costs, for 
the Anti-Profiteering Bill affects only articles “ necessary 
for civil consumption,” and even then subject to the 
important exceptions of the primary foodstuffs controlled 
by rationing. For the rationed foodstuffs, as for a whole 
range of important industrial raw materials, the Govern- 
ment’s intervention in the price system has taken the 
rough-and-ready form of simply fixing maximum prices. 
The limitations of this crude system are, of course, most 
severe in the case of imported commodities, for it is 
patently futile in anything but the shortest run to fix an 
artificially low domestic price for an imported commo- 
dity which enjoys a world market. Obvious difficulties 
loom ahead even though Britain’s position as the world’s 
largest importer, together with the vast raw material 
resources of the British Empire, place us in an exception- 
ally favoured position to influence world prices. The 
distinction between products of which our supplies are 
derived mainly from British countries and those imported 
mainly from foreign countries is, of course, fundamental. 
Quite apart from the closer ties existing between Empire 
countries, the fact that the Empire currencies remain 
rigidly linked to sterling means that their sterling costs 
have not been affected by the recent adjustment of the 
pound in terms of the dollar. Thus it has been prac- 
ticable to fix maximum prices not greatly in excess of 
those ruling before the war. The Rhodesian copper pro- 
ducers, for example, have agreed to supply this country 
with practically the whole of its requirements at a maxi- 
mum price of £46 per ton, even though the price in New 
York has sometimes been equivalent to no less than £70 
per ton. Similarly, arrangements have been made to 
take over the entire Australian wool clip and the whole 
of Australia’s exportable surpluses of dried and canned 
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fruit, butter, cheese, meat and eggs, at.an estimated cost 
of £A74 million annually. The Australian and New 
Zealand authorities have agreed to sell their wool to the 
Wool Control throughout the war and for one year there- 
after at a fixed price of 1o#d. for Australian and 9.8d. for 
New Zealand wool. 

On the other hand, the operation of maximum prices 
has been far less happy in cases where this country is 
dependent upon supplies from outside the Empire. On 
the outbreak of war, for example, the Ministry of Supply 
fixed £230 per ton as the maximum legal price at which 
tin may be sold in this country, while a similar step was 
taken by the Governor of the Straits Settlements. In the 
early days of the war particularly, prices in New York 
rose to a substantial premium over those in London. 
Bolivia in consequence showed great reluctance to sell 
us her ores (which are normally refined in Liverpool) at 
a sterling price no higher than that ruling before the war, 
more particularly as its equivalent in Bolivian currency 
had meanwhile been reduced by some 15 per cent. 
through the depreciation of sterling. This example suffi- 
ciently illustrates the limited extent to which maximum 
prices can be imposed upon other countries. That is 
not to suggest that a policy of price limitation is wholly 
beside the point. Maximum prices automatically rule 
out competitive bidding between British importers, so 
that the country in effect secures the advantages of mono- 
polistic buying even where the sole right of purchase has 
not been vested in a single Government department. 
And, as was shown only too clearly after our abandon- 
ment of the gold standard in 1931, it is possible for this 
country as for no other to exert a downward pressure 
upon the level of world prices. At the same time, it. 
would obviously be a self-defeating policy to endeavour 
to impose upon our overseas suppliers artificially low 
maximum prices which have the effect only of diverting 
supplies to other markets. By all means let us buy 

cheaply, but buy we must. 

Nor are the shortcomings of maximum prices as an 
instrument of control limited to the special case of 
imports. In controlling many important materials the 
practice of the Ministry of Supply is apparently to allot 
quotas for civil consumption, after defence needs are 
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satisfied, the limited amounts available being distributed 
to manufacturers by a system of rationing. In the case 
of wool for civilian requirements, for example, manufac- 
turers are supplied direct by spinners in exchange for 
certificates of the quantities received. This is a com- 
pletely haphazard method of distributing supplies—we 
are told, for example, that when prices at livestock 
auctions are bid up to the maximum, no better way often 
remains of deciding the ultimate buyers than the tossing 
of a coin. And the effects of such artificial prices on 
productive efficiency have already been graphically 
indicated in Professor Hayek’s article in our September 
issue. It seems obvious that the infinitely preferable 
method would be for the Ministry to buy up the whole 
of the available supplies and invite tenders for that pro- 
portion which it proposes to allot for civil consumption. 
This would not only direct the available supplies into the 
hands of the highest bidders, it would provide the 
Service Departments with a useful guide to true costs in 
an index of the relative scarcity of the various materials 
in civilian uses. And most important of all, it would 
make a valuable contribution to revenue. 

On the other hand, it would certainly cause a rise in 
the price of finished products. But the Board of Trade has 
tacitly accepted this possibility in principle for inessen- 
tial goods in suggesting that the obvious remedy against 
suspected profiteering in luxuries is not to buy them. In 
any case, the object is not to prevent individual prices 
from reflecting changes in veal costs but to avoid infla- 
tion. This brings us back to the fundamental point that 
avoiding inflation means setting a limit to aggregate 
demand. Once this limit has been fixed, individual 
demands may be left not only with safety but with 
advantage to compete against each other (except in the 
case of the basic foodstuffs, which require to be rationed 
for quite special reasons). How effectively our present 
budgetary policy will achieve this ultimate object re- 
mains to be seen, since we cannot yet know what propor- 
tion of the total deficit will be borrowed out of existing 
savings. What is quite clear, however, is that the inor- 
dinate delays inherent in our methods of collecting 
income tax and other direct taxes may prove extremely 
dangerous at a time of rapid monetary expansion. It is 
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not sufficient that the additional money created should 
ultimately be drawn back into the Exchequer; what is 
needed is some means of reducing the lag during which 
it remains in circulation. To meet this requirement there 
is an imperative need for various types of new taxes 
collected at the source. Fortunately the fiscal armouries 
of Continental countries can supply at least two ready- 
made weapons of this kind in the form of a wage tax 
(deducted from the weekly pay envelope) and a turn- 
over tax, including a tax on retail sales. Over and above 
this, the excess profit tax raises a strong argument for 
paying Government contractors partly in the form of 
tax certificates. Government contracts are drawn up on 
the basis of cost plus a prescribed profit margin. Actual 
cash would, of course, be paid out to enable the contrac- 
tor to cover his costs, but something like 80 per cent. 
of the remainder might well be paid in tax certificates, 
available only for the payment of taxes or subscriptions 
to new Government loans. Provided the latter restriction 
were enforced, there would be no danger of the tax cer- 
tificates becoming in effect a supplementary currency. 
On the contrary, they would operate strongly to damp 
down the inflationary effect of a given volume of Govern- 
ment expenditure. It is along lines such as these, and 
not by the manipulation of a few selected prices, that 
safeguards must be sought against inflation. 


How It Should Not Be Done 
By Paul Einzig 


Fr mer experience of centuries the world has 
grown accustomed to look towards Great Britain 
for guidance in matters of financial policy. During 

the last two months, however, it is difficult not to feel 

that the monetary and financial policy adopted by Great 

Britain have provided many examples of how it should 

not be done. This criticism is made in the full realiza- 

tion that at times such as this the weapon of criticism 
should be wielded sparingly, in the interest of national 
unity, and because every critical remark that appears in 
the British Press is liable to be used and abused by 
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German propaganda. But persistence in grave errors 
in financial policy is infinitely more damaging than any 
amount of malevolent misinterpretation of our criticisms 
by hostile propaganda could possibly be, and for this 
reason it is felt that free discussion of mistakes must be 
in the best national interests. So far from securing a 
smoother working of the economic machinery the official 
measures have in many respects been definitely unhelp- 
ful. The authorities might easily have created a 
panicky atmosphere by the unnecessary increase of the 
Bank rate on August 24. They did their best to under- 
mine confidence in sterling at its new level by reducing 
the official rate by one per cent. after having stabilized 
it at 4.04. They reduced the effectiveness of the 
exchange restrictions by leaving a number of major 
loopholes. And in the present writer’s opinion they did 
their best to accentuate the trade slump by raising the 
level of taxation at too early a stage of the war. 

The first spanner which was flung into the delicate 
machinery of the economic system as the political crisis 
approached its climax was the increase in Bank rate 
from 2 per cent. to 4 per cent. on August 24. Mr. Cham- 
berlain stated in the House that the measure was taken 
in order to safeguard the gold resources of the country. 
Yet in the prevailing circumstances it could not in any 
way tend to check the pressure on sterling and the out- 
flow of gold; in fact, during the twenty-four hours follow- 
ing the danger signal of the Bank rate announcement 
the outflow rose to unprecedented proportions. Mr. 
Montagu Norman is understood to have stated that the 
object of the Bank rate change was to make the City 
realize the gravity of the situation. But judging by the 
tendency of the various markets, the City appeared to 
have been fully aware of this even before the Bank rate 
was raised. According to Sir John Simon, the object of the 
high Bank rate was to curtail unnecessary civil produc- 
tion, in the interest of war production. But this end 
could surely have been achieved by making use of the 
powers secured by legislation for the Ministry of Supply. 
In any case there was a slump in civilian demand and 
production. 

The result of the increase of the Bank rate was :— 

(1) The freezing of the gilt-edged market. 
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(2) Heavy losses to the discount market and to the 
banking community. 

(3) An unnecessary increase in the cost of Treasury 
bill issues, causing a total loss of about £2,200,000 to the 
taxpayer during the first six weeks. 

(4) Some accentuation of the trade slump at the out- 
break of the war, and an increase of unemployment. 

(5) An increase in the cost of war material financed 
with the aid of bank money. 

Against this it is impossible to show a single item on 
the credit side of the balance sheet. The fact that the 
French authorities kept their h2ad and did not raise the 
Bank rate shows that the measure was by no means an 
inevitable consequence of the crisis. 

The increase of the Bank rate was a deflationary 
measure at a time when the general trend was in any 
case unduly deflationary. It was inevitable that during 
the early phases of the war there should be a contraction 
in all “civilian” trades and that many thousands of 
people should be thrown out of employment. But why, 
in the name of reason, should the authorities consider it 
their duty deliberately to aggravate this depression. 

This deflationary policy did not confine itself to 
bringing about dear money. It found expression also 
in the first war budget, introduced by Sir John Simon 
on September 27. It is beyond doubt that in itself the 
effort to finance a large part of war expenditure out of 
current revenue is praiseworthy, and Sir John Simon 
would have deserved to be complimented upon his 
courageous measures, had they not been so unfortunately 
timed. Taxation was raised to an unprecedented level 
at a time when civilian trades were still suffering from 
an acute depression. Sir John Simon himself has stated 
that the object of high taxation was to curtail activity 
in civilian trades. Yet at this stage the fear of excessive 
civilian expenditure seems rather like a fear of en- 
countering snowstorms in the Sahara. Admittedly, 
taking a long view, it was the Government’s duty to 
check civilian production and consumption stimulated 
by war expenditure. That stage has not been reached, 
however, by a long way. It may be reached, perhaps, 
in twelve months’ time, as a result of the conscription 
of a number of year classes, reducing the number of 
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unemployed, and the growth of arms production, 
increasing the demand for labour. Once that stage is 
reached it is essential that labour should be diverted 
from civilian trades to war industries. At present, how- 


ever, those who have lost their jobs through the Govern- 


ment’s deflationary measures, simply cannot find em- 
ployment in war industries. Why, then, the desperate 
hurry to throw them out of employment, in anticipation 
of an increase of the demand for labour twelve months 
hence. 

It is also important, in the interest of resisting infla- 
tion, that the additional purchasing power created by 
war expenditure should be absorbed as far as possible 
by higher taxation. At the present moment, however, 
the total purchasing power of the public, so far from 
having been inflated, has become deflated to an alarm- 
ing degree. Why, then, should it be considered neces- 
sary to fleece the shorn lamb before giving it a chance 
to grow its wool again? Sir John Simon’s high taxation 
absorbs an additional purchasing power that does not 
exist, and that is not likely to arise perhaps for another 
twelve months. The result is the dismissal of employees 
by firms and by private individuals, the enforcement 
of cuts in wages and salaries at the time of rising cost 
of living, and the entirely unnecessary increase of hard- 
ships upon the civilian population at a time when its 
morale is recognized to be one of the decisive factors in 
the pursuit of the war. 

So far we have dealt with questions of fundamental 
policy. Criticism can equally be directed at the deficient 
technical conception and execution of certain financial 
measures. This applies particularly to the method of 
exchange restriction and control. 

Everybody agrees that as a result of the war it has 
become inevitable to impose drastic restrictions upon the 
outflow of British capital and upon speculation in 
sterling. Opinions are divided, however, whether 
foreign holders of sterling should also be subject to 
restrictions. According to one school of thought, the 
experience of the last war shows that by maintaining 
freedom for the movement of foreign funds London 
would attract rather than lose foreign balances, and that 
even a certain loss of gold in the interest of maintaining 
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London’s position as a free banking centre would pay 
inthe longrun. According to another school of thought, 
it is not safe to rely upon the experience of the last war, 
but is necessary, in the interest of winning the war, 
temporarily to sacrifice London’s international financial 
position by blocking foreign balances for the duration 
of the war. There is a great deal to be said in favour 
of both points of view, and it would have been under- 
standable if the Government had adopted either of the 
two clear-cut solutions. Instead, the Government has 
resorted to a system which gets the worst of both worlds. 
It does not safeguard for war requirements the gold 
equivalent of foreign balances, and it does not safeguard 
London’s reputation as a free financial centre. 

The transfer abroad of funds from foreign accounts 
is subject to special permit, and the general rule has been 
adopted that, in the absence of entirely special circum- 
stances, the Bank of England refuses to authorize per- 
mits in excess of £25 per account. This does not mean, 
however, that the foreign holders of sterling are unable 
to liquidate their holdings. For, as was explained in 
THE BANKER last month, there is nothing to prevent the 
transfer of sterling from one foreign account to another. 
This means that foreign holders are at liberty to sell their 
sterling to other foreigners on the unofficial market in 
New York and other neutral centres. The counterpart 
is provided by foreign demand for sterling for the pur- 
pose of bear covering, payment for British goods 
invoiced in sterling, payment of interest on foreign ster- 
ling loans, and repayment of such loans through 
re-purchases, etc. If sterling were not obtainable from 
foreign holders, foreign demand for these various pur- 
poses would result in an influx of foreign exchange for 
the benefit of the Treasury. This means that, as a result 
of the sales of foreign-owned sterling in the unofficial 
market, the Treasury stands to lose—other things being 
equal—as much gold or foreign exchange as if it were 
prepared to grant these foreigners permits for the with- 
drawal of their balances through official channels 

In practice the authorities stand to lose actually more 
than they would under the regime of freedom. If 
foreign holders are satisfied that they are in a position 
to withdraw their funds at any time they are not likely 
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to be in a hurry to withdraw them; in fact, many foreign 
holders may not withdraw their balances at all. Since, 
on the other hand, they were refused permission to with- 
draw, many of them were anxious to liquidate their ster- 
ling balances even at the cost of a moderate loss. It 
seems reasonable to assume that under the existing 
system the Treasury has lost more gold through the 
withdrawal of foreign balances than it would have lost 
if it had allowed complete freedom for foreigners to con- 
vert their sterling into other currencies through official 
channels. Thus, restrictions detrimental to London’s 
position as world banking centre have failed to retain 
the foreigners’ gold; indeed, they have increased the 
outflow of foreign gold. 

One of the reasons why many foreign holders of ster- 
ling balances hastened to liquidate during the second 
half of September was the mistake committed in the 
technical management of exchange control. After the 
outbreak of war sterling was pegged in relation to the 
dollar at a middle rate of 4.04. During the first fortnight 
of September it commanded confidence at that rate, and 
the unofficial rate in New York was only a shade lower. 
On September 14, however, the authorities were ill- 
advised enough to lower the official rate to 4.03. The 
adjustment was of no significance; it was a purely tech- 
nical step. Its result, however, was a flight from the 
pound owing to the anticipation of further downward 
adjustments on a larger scale. The result was a fall in 
the unofficial rate to a discount of something like 6 per 
cent. This could have been avoided if the official rate 
had been maintained at 4.04. It took some little time 
before confidence in sterling at 4.03 has been restored. 

The list of the official sins of commission and omis- 
sion in the financial sphere is by no means exhausted. 
The above selection is, however, sufficient to show that 
the management of this country’s war-time financial 
policy has been open to criticism. Persistent criticism 
of the Ministry of Information resulted in a number of 
changes for the better. It is to be hoped that the 
exposure of shortcomings in other spheres will result in 
a sinular effort to improve matters. 
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Economic Warfare: The Strangle- 
hold Tightens 


HE stoppage by the Allies of large quantities of 
| contraband destined for Germany strikes at one 
of Germany’s most vulnerable spots, namely, her 
shortage of industrial raw materials. Germany is known 
to possess considerable stocks of certain strategic raw 
materials, and these she can supplement by recovery, 
salvage and maximum domestic production. But in 
other cases her stocks are not large, and her efforts to 
acquire last-minute supplies of deficiency commodities 
before the outbreak of war met with little success, partly 
owing to lack of foreign exchange and partly owing to 
the speed with which the Allied system of export licens- 
ing and contraband control came into operation. During 
the first weeks of war the Allies intercepted about 500,000 
tons of suspected contraband, including large quantities 
of petroleum, iron ore, and manganese ore. 

The sinking of the “Courageous” and the “ Royal 
Oak ” does not affect the efficiency of the Allies’ economic 
warfare in the slightest degree. On the contrary, it is 
becoming more and more effective as information 
accumulates about Germany’s attempts to import vital 
commodities and as German stocks are used up. 

Germany today finds herself cut off from many of her 
normal sources of supply, and those which remain to her 
will not suffice to make good the deficiency. The simplest 
calculations show that neither Russia nor the Balkan 
States could supply Germany’s deficiencies, even if they 
desired to. Russia can hardly supply the raw material 
needs of her own growing industries. Both she and the 
Balkan countries require to be paid, either in cash, which 
Germany has not got, or in goods, which Germany is 
finding it more and more difficult to supply. Several 
neutral countries have already been unable to obtain 
goods which Germany had undertaken to export. Great 
Britain and France, on the other hand, are determined to 
maintain their exports to neutral countries at the maxi- 
mum level, and are buying large quantities of materials 
which neutrals could formerly export to Germany. 
Money, without which war supplies cannot be obtained, 
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is entirely on the side of the Allies. Germany’s power 
of industrial expansion is strictly limited, owing to lack of 
cash, credit, raw materials and willing labour. The war 
industries of the Allies in Europe, America, Africa and 
Australia are expanding at an enormous rate, absorbing 
the materials of the whole world. From most of this great 
storehouse Germany is debarred. 

With the major exception of manganese ore, Russian 
production of raw materials is not sufficient to make 
good German deficiencies. In general, Russia produces 
no large quantities of raw materials which she could 
spare for export to Germany without doing damage to 
her own economy. If she is not to go short herself, she 
can only spare about 1,000,000 tons of petroleum per 
annum, whereas even with her growing output of 
synthetic spirit Germany requires to import several 
million tons of natural petroleum in the first year of war. 
Nor is Russia now a large exporter of wheat: her surplus 
this year amounts only to about 500,000 tons. Russia is 
not an exporter of iron ore, as she needs her whole pro- 
duction herself. In any event, even if Russia were 
prepared to restrict her own consumption, there are 
certain vital raw materials which she is not in a position 
to supply at all, such as nickel, tin, rubber, lead and 
antimony. Russia is also herself an importer of copper. 
In any case, the Soviet railway system would find it 
extremely difficult to stand the strain of any increased 
traffic. On the other side of the picture Germany is 
not a very attractive customer for Russia, as there is but 
little that she can supply in return. Those products which 
Russia needs come from the industries which are already 
working to full capacity to meet German war require- 
ments. 

Lack of surplus production will in many cases make 
it impossible for other neighbouring countries to supply 
Germany without doing damage to their own economic 
position, while the problems of transport and payment 
are also likely to occasion severe difficulties. Germany’s 
reserves of gold and foreign exchange are small, and 
though the annexation of Austria and Bohemia and 
Moravia provided a fresh haul, serious inroads have 
already been made upon it. She is already in debt to 
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many of the neutral countries which could supply her 
overland, and these are likely to expect payment for past 
supplies before increasing their exports to Germany. 

Transport is already aserious internal problem as well. 
The whole railway system of Germany has been heavily 
overloaded for years past. The maintenance of a large 
army in the field, in addition to draining supplies from 
less convenient sources, will make further extremely 
heavy demands upon man-power and equipment. Many 
of the lines were undergoing repair at the time of the 
outbreak of war, and though orders had already been 
placed for new locomotives and wagons, German industry 
will not find it easy to fulfil them. 

These are some of the weaknesses in the economic 
and financial sphere with which Germany has to cope 
behind the lines. Although quick results cannot be 
expected from economic warfare, in view of Germany’s 
reserve stocks, Allied pressure will be kept up, and with 
every day that passes Germany will find it increasingly 
hard to maintain the vast industrial structure without 
which her armed forces cannot be kept in the field. The 
Allies, by their control of the sea routes leading to 
Germany from America, Africa and the East, have cut 
off their enemy from the world’s greatest sources of raw 
materials. Their naval strength is one of their chief 
weapons in the struggle to prevent National-Socialist 
Germany from continuing to destroy national and social 
liberties throughout Europe. It is their duty to their own 
countries and to the cause for which they fight to see 
that their economic warfare is effective. They are, there- 
fore, determined to do their utmost to prevent any com- 
modities from reaching Germany which could add to 
Germany’s failing economic strength and so prolong the 
war and the jeopardy in which all the nations now stand. 
Germany cannot maintain the great industries necessary 
for modern war without continuing to receive supplies 
from overseas. As long as Germany could continue to 
import copper, tin, rubber, cotton and other equally 
essential materials which at present lie out of her reach, 
she could increase her armaments, and there could be no 
end to the threats, occupations and aggressions which 
have convulsed European liberties since the Nazis first 
destroyed liberty in Germany itself. 
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South American Trade and the 
War 


HOULD the European War prove of long duration, 
S the effects in South America may be to revolu- 

tionize economic conditions as they have existed 
over the past few years. Present difficulties, such as the 
official control in varying degree of imports and foreign 
exchange dealings in the various republics, have arisen 
mainly from the problems of finding markets abroad 
for the primary necessities of which these countries are 
important suppliers. With a greatly enhanced war 
demand from Europe for such products, particularly 
foodstuffs and metals, South America should derive con- 
siderable benefit from the present hostilities. Inciden- 
tally, it may be mentioned that, whilst the South 
American countries are politically neutral, popular feel- 
ing in these intensely democratic States is known to be 
strongly on the side of Britain and her Allies. 

The extent to which the South American countries 
stand to benefit from the protraction of hostilities 
obviously depends upon the maintenance of sea com- 
munications with Europe. This applies particularly to 
Argentina. Difficulties of shipment would admittedly 
be far less serious from Brazil, which finds her chief out- 
let in the United States. Nevertheless, Latin America’s 
trade with the Western democracies and the neutral 
countries will in general depend primarily upon whether 
these continue to enjoy the freedom of the seas. 

Latin America’s trade with Germany has for some 
years been carried on largely on a “compensation ” 
basis, but already the British naval blockade of 
Germany has brought that country’s trade with South 
America down to vanishing point. Thus Germany is no 
longer in a position to furnish Latin America with manu- 
factured goods on a barter basis, which automatically 
removes a severe form of competition from which 
Britain has suffered considerably of late years in the 
South American import markets. Many Latin Ameri- 
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can countries adopted “compensation” mark business 
simply to secure an outlet for their unsold export pro- 
ducts, the need for a market being sufficiently acute to 
induce them to risk the incidental disturbance to internal 
monetary conditions. The disadvantages of such trade 
have now come to a head, exporters in many South 
American countries being left with large outstanding 
balances of unusable Aski marks. 


Summing up the trade outlook in Latin America, it 
thus seems fairly certain that exports to Great Britain 
and her Allies will increase, against payment out of cash 
balances held in South America and New York, or 
by means of Latin American securities in the possession 
of investors in Great Britain and France. Reciprocally, 
the outlook for British goods imported into Latin 
America is definitely brighter provided that export 
industries are not hampered by high prices and by the 
prior claims of armament manufacture. At the same 
time, it is already clear that the U.S.A. is taking 
advantage of Europe’s pre-occupation with the war to 
intensify her trade drive in the South American import 
markets, as exemplified in the pending Trade Agreement 
with Argentina. It must also be remembered that most 
of the Latin American countries to-day are less depen- 
dent upon imports of manufactured goods than in I914. 
Since the Great War, and particularly during the depres- 
sion, most of them have made great efforts toward 
industrialization, and many are to-day self-sufficient as 
regards consumers’ goods. Some countries, such as 
Argentina and Brazil, have actually pushed industrializa- 
tion to the point of being able to export a number of 
manufactured commodities to their neighbours. 


ARGENTINA 


Argentina’s foreign trade statistics show the position 
up to the end of August, 1930, that is, up to the outbreak 
of hostilities in Europe. The total value of exports for 
the first eight months of this year was some 1,042 million 
pesos, against 929 millions in the like period of 1938. 
With imports down from 982 million pesos to 
854 millions, the country thus achieved a favourable 
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balance of trade this year of 188 million pesos (over 
£10,000,000 sterling), as compared with an adverse 
balance of 52,000,000 pesos (some £3,000,000 sterling) 
last year. The position is expected to improve further 
as a result of the demand already created by war-time 
conditions for Argentina’s meat, cereals and other prime 
necessities. Hitherto competition among the countries 
supplying the Argentine market has been keen, but there 
is a possibility that the demand for imported mer- 
chandise may now exceed supply. The Argentine 
Government is in process of removing or drastically 
reducing the existing restrictions on imports, in addition 
to concluding the Trade Agreement with the United 
States—two developments which would certainly revo- 
lutionize market conditions as they have existed during 
recent months. During the first eight months of 1939, 
British goods represented 21.4 per cent. of total Argen- 
tine imports, against 18.5 per cent. in the corresponding 
period of 1938, while American goods accounted for 
15.7 per cent. (against 9.1 per cent.) and German goods 
for 11.8 per cent. (against 10.2 per cent.). In the near 
future marked changes are obviously to be expected in 
the importance of the various countries as suppliers to 
Argentina. 

Heavy British and French Government purchases of 
wheat and meat from Argentina have already been 
effected or under negotiation. These may assist towards 
solving Argentina’s recent problem of over-supply of 
wheat, and already the Argentine Government has 
abolished the guaranteed prices to farmers for wheat and 
linseed for the 1938-39 crops, thus removing one source 
of drain upon the country’s accumulated foreign 
exchange resources. On the other hand, certain changes 
have been made in the exchange control system which 
will facilitate imports. On September 22 a new official 
import exchange rate was established of 373.13 pesos per 
U.S. $100 (15 pesos per £) for prior permits for important 
groups of articles used for public consumption and in 
industry. For other imports, as well as for financial 
services, permits are still granted at the rate of 
422.89 pesos per U.S. $100 (17 pesos per £). At the same 
time, the official buying rate for export exchange has 
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been lowered to 355.82 pesos per U.S. $100 (equivalent 
nominally to 13.50 pesos per £)—the first change from 
the official buying rate of 15 pesos per £ previously in 
force since January, 1934. 

The Government has explained that the Argentine 
monetary system continues to be based on gold, in which 
the entire foreign exchange reserve of the Central Bank 
is invested. Although it is not convenient, in the present 
state of international monetary instability, to fix the 
quotation of the peso in gold, the peso is not dependent 
on any other foreign currency, and the Government is 
able to take the necessary decisions with all desirable 
flexibility. In fact, it is obvious that the Argentine 
Government has taken prompt and laudable steps to 
preserve the economic stability of the Republic in face of 
the international crisis. Speedy steps have been taken 
to prevent any undue rise in commodity prices, whilst 
a Bill has been passed providing that the National 
Budget for 1939 shall be kept in force for 1940 and that 
drastic economies shall be enforced. In order to retain 
the confidence shown by investors in Argentine Govern- 
ment bonds, official intervention was made in the bond 
market. The Central Bank announced its willingness 
to buy any quantity of certain specified Government and 
Municipal bonds at stipulated prices, thus in effect estab- 
lishing minimum quotations. Further, the Government 
stated that means had been perfected to ensure tran- 
quillity in the banking industry, despite any worsening 
of the European situation. This policy was welcomed 
in banking circles, and a delegation of bankers visited 
the President to express their entire satisfaction with the 
steps taken. The commercial banking situation is nor- 
mal, and the Central Bank’s reserve position continues 
very strong. The ratio of gold and foreign exchange to 
note circulation and other sight liabilities in mid-August 
was 76.87 per cent., against 76.47 per cent. in mid-May 
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URUGUAY 


In the neighbouring Republic of Uruguay, the peso 
improved by some 6 per cent. during September in terms 
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of the U.S. dollar as a result of the increase in the supply 
of export bills covering wool shipments. During the 
same period, the value of the £ sterling in terms of 
Uruguayan currency thus depreciated by some 20 per 
cent. This cheapening of the pound, coupled with im- 
portant British orders for Uruguayan meat, will it is 
hoped alleviate recent difficulties in the provision of 
exchange cover for imports from Britain. Preference 
will henceforward be given to imports of prime necessi- 
ties, as Uruguay possesses large stocks of imported 
goods. The local business situation, as well as the bank- 
ing industry and the Stock Exchange, continue to work 
under normal conditions. 


BRAZIL 


Whereas the River Plate countries have largely 
escaped German influence, Germany had extensively 
penetrated, through the Ask: mark system, the import 
markets in Brazil, Chile, Peru, Colombia and the Central 
American “coffee” countries. In these countries the 
blockade of Germany should cause a sharp turn round 
in import market conditions. Brazil and other “ coffee” 
countries may be expected to grow increasingly 
dependent upon North American markets, due to the 
virtual disappearance of the German demand for coffee. 
The United States should in turn be in a good position 
to increase her exports of manufactured goods to these 
countries. 

In the Central American countries, coffee prices 
are fairly well maintained and crop prospects favour- 
able. The New York quotations for Colombian 
coffee have already reverted to the levels ruling 
immediately before the outbreak of the European War, 
whilst trading in German Aski marks has been 
suspended. Exchange permits covering all classes of 
imports into Colombia are quite up to date, and the 
Exchange Control Board is wisely restricting permits for 
remittances abroad for purposes other than payment of 
imports or the maintenance of Colombian nationals 
living abroad. An important development in Venezuela 
was the enactment on September 8 of a Law establishing 
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a Central Bank on orthodox lines, including the sole 
right of note issue. 


On the outbreak of war a National Holiday was 
decreed in Brazil from September 1 to September 4. 
But when markets reopened, conditions were generally 
normal. The Government has appointed a Commission 
to prevent undue rises in commodity prices by means of 
control of supply and production. Federal revenue is 
buoyant, and the note circulation tends—in refreshing 
contrast to the inflationary tendency of some months 
ago—gradually to contract. Since the restoration of 
freedom to the foreign exchange market, the monetary 
system is no longer distorted as it was by the former need 
to make heavy deposits in milréis against foreign bills for 
collection, pending the delayed supply of exchange cover 
by the Bank of Brazil. The trend of exchange is steady, 
with bills freely offered, although the local banks were 
officially informed on September 5 that they might 
operate only at rates fixed by the Bank of Brazil, except 
in currencies for which that Bank does not fix rates. 
The import rate in the free market shows practically no 
change in terms of U.S. dollars, but quotations for ster- 
ling show an all-round decline, the free import rate 
having fallen by end-September to around 80 milréis 
per #, excluding the tax of 5 per cent. Quotations for 
German currencies in Rio de Janeiro have now been 
suspended. , 


Following the uncertainty in the Santos coffee market 
immediately preceding and subsequent to the outbreak 
of war in Europe, there has been a decided recovery, 
both in exports and in the price level, orders from the 
U.S.A. and Scandinavia having been numerous. 
Brazil's latest foreign trade figures cover the first seven 
months of 1939, and show that the lower value of coffee 
exports was compensated by a substantial increase in 
shipments of raw cotton, as well as in sundry items such 
as hides, wax, timber, and preserved meat. In fact, the 
figures show a substantial improvement on those for last 
year, with exports valued at over £38,000,000 sterling, 
against £34,000,000 last year. By July, 1930, Brazil thus 
had a favourable trade balance of £5,295,000 sterling, as 
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compared with an adverse balance of £1,500,000 sterling 
at the like date in 1938. 


CHILE 


In Chile the “ export” exchange rate is still pegged at 
25 pesos per U.S. dollar. The quotation for sterling has 
therefore fluctuated considerably with the changes in the 
London-New York rate. The supply of sterling is still 
stringent, but the position may be improved by large 
shipments of produce to the United Kingdom. Chile 
should benefit from war sales of copper and nitrate. It 
is highly probable that the various “compensation ” 
treaties with Germany and other countries will be can- 
celled and that Chile will demand payment for her cur- 
rencies in free international value. Following the out- 
break of war, the Minister of Finance issued an 
assurance that the Exchange Control Board was in a 
position to continue the normal delivery of exchange 
cover, that no further restrictions would meantime be 
introduced, and that the country’s present position could 
be viewed with optimism. 


PERU 


In Peru the rate on New York has been maintained 
through the Central Reserve Bank at around 5.35 soles 
per U.S. dollar. The fall in sterling, however, has facili- 
tated operations in that currency, so that many 
merchants have advantageously covered their obliga- 
tions. Several local German trading interests have 
already suspended operations entirely owing to difficul- 
ties in obtaining stocks from Germany. There is no 
reason to anticipate a recurrence of the problems which 
arose in 1914, when Peru was on the gold standard. The 
financial situation of the country is sufficiently sound to 
meet any contingency, although coming months may 
possibly witness depression in certain directions pending 
the readjustment of the commodity markets and the 
resumption of shipments of cotton and sugar. Should 
the war be of long duration, however, Peru’s exports of 
petroleum, copper, cotton and sugar should place that 
country in a favoured position. 
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The Scottish Banks in 1938—39 


COTTISH banking practice still differs in some 
details from English, but taken by and large any 
differences between the experience of the two over 

a short period arises less from difference of practice than 
from the special character of Scottish industrial and 
commercial enterprise. Further, where the practice 
does differ it is perhaps less a matter of principle than of 
scale of operations involved. The latter point is illus- 
trated by the fact that the total deposits of the eight 
Scottish banks at some £3264 millions are slightly less 
than those of the smallest of the “ Big Five.”” While the 
Royal Bank of Scotland, with deposits of over 
£70 millions, is by this criterion head and shoulders 
above any of the others, it is still in the same class as the 
largest of the “ Lancashire” banks. Hence it retains a 
certain freedom of action which is less easily achieved by 
its bigger brothers in the innermost ring. 

As to the special character of Scottish industry there 
are many minor factors, but that of predominant impor- 
tance in recent years has been the concentration upon 
the heavy industries, including shipbuilding. — For this 
reason Scotland had only a minor part in the first boom 
period after the Great War. It was only after a period 
of intensive adjustment and integration, largely follow- 
ing the fiscal changes of 1931-32, that Scotland began to 
do relatively better than England. A comparison back 
to 1921 shows that up to the end of 1937 there was still 
some leeway to be made good, at least in so far as the 
expansion of bank deposits is concerned. The latest 
bank statements available are for years ending variously 
between early October, 1938, and end-February, 19309. 
The statistician cannot but regret that in this matter the 
individualism of the Scots banker has prevented an 
agreement for publication on a single date. The table 
on the next page gives, however, details for each bank 
for the end of the period mentioned and comparative 
totals for earlier years. 

The seventeen months covered was mainly a time of 
recession, when the increase in Government spending, 
which already appeared huge, fell far short of making 
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good the decline in private outlays. This is reflected in 
the figures in a reversal of the upward trend in both 
deposits and advances and a slackening in the rate of 
expansion of the note circulation. The fall in the total 
of Scottish bank advances was, however, only some 
14 per cent., whereas that for the eleven London clearing 
banks was, according to the monthly averages for 
December, almost 3} per cent. during 1938. A similar 
comparison of advances and discounts shows a drop of 
less than one per cent. as against one of almost 5 per 
cent. for the London group in advances only. Inability 
to distinguish between commercial and Treasury Bills 
for some of the banks in each group makes a closer com- 
parison of little use. The figures cannot be read as any- 
thing more than an indication that recession was less in 
Scotland than south of the border. 

Almost a year has gone by since the earliest of the 
reports just considered made its appearance. During a 
large part of that time renewed expansion has been in 
progress in both countries. Experience suggests that, 
up to the outbreak of hostilities, the factors already men- 
tioned had continued to operate and that Scotland was 
gaining a differential advantage from the passing of 
more and more of the national income through the hands 
of the authorities. It seems highly probable that on the 
purely industrial side, war will accentuate this tendency, 
especially as shipbuilding is likely to become a booming 
industry. According to all present indications depres- 
sion is likely to be transferred by the war from the Clyde 
to the Thames. 

Scottish banking statistics are even less adequate 
than English ones as it is impossible to obtain either 
monthly balance sheets or adequate clearing totals. 
Note circulation is a poor guide since English notes are 
also used, not to mention coin. For want of a better 
index the average circulation of Scottish notes is com- 
pared in the table given on page 113 with the estimated 
circulation, notes and coin, for the whole country, as 
prepared by the Bank of England. 

These figures, for what they are worth, are in line 
with the argument already stated. The fact that the 
average rise in note issues is greater than that disclosed 
in the annual statements of the banks is a recent develop- 
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ment and does not appear to have any special signi- 
ficance. In any case, circulating media are only a very 
rough index of wage bills, but, in so far as wage rates 
have changed little over the period, they may be held to 
reflect industrial conditions. In general, there seems 
reason to suppose that if Scottish banking does not do 
well in the near future it will not be because of any reces- 
sion in Scotland’s dominant industries. There are, of 
course, specifically banking problems raised by changing 
conditions which must affect institutions on both sides 
of the border. 














Estimated Scottish 
circulation Change circulation Change 
£Millions % {Millions % 
Average— 
1937 -- es re 457 + 12°0 23°I + 3°5 
1938 .. ne ~ 463 + 13 23°5 + 1°7 
1939 (first half) - 459 — 09 23°6 + 04 


One development of the past year, which affected all 
banks in some degree, is held to have special importance 
for certain Scottish institutions. In October, 1938, the 
London clearing banks decided that in future only those 
municipal bills which were eligible for rediscount at the 
Bank of England could be accepted as cover for money 
market loans at the minimum rate. The practice of 
using this and other methods of finance at short term 
seems to have grown more in Scotland than in the south. 
At least some of the banks there had strong feelings on 
the subject and were glad to see the beginnings of a 
change. Since, however, it was largely an historical 
accident what bills were eligible, an anomalous position 
arose which was only put right at the end of the year, 
when the Bank of England decided to substitute a legal 
basis for its classification. Since then, to use the 
machinery of the short-term market, it has been neces- 
sary to have specific powers to do so. This step falls far 
short of solving the whole problem, but it is understood 
that, gradually, other borrowings through acceptance 
houses and by the issue of definitely short term mort- 
gages, etc., are being curtailed. It is difficult, however, to 
see how the complete reorganization, which many believe 
desirable, can be achieved unless means are found of 
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increasing the facilities for borrowing at long term. 
Possibly the war will complete the process, if only by 
forcing upon the central government some increased 
responsibility for control of spending of local authorities, 
coupled with assistance in the raising of money. More 
than one Scots banker would be relieved to see an end 
put to practices which are regarded as unsound and 
there is already a beginning to the process. 

There remain two events of great interest to the 
banking world for which Scottish banks have been 
responsible during the year. They are the acquisition 
of the whole capital of Glyn, Mills & Company by the 
Royal Bank of Scotland, announced in July, and the 
reduction in the interim dividend of the Bank of Scot- 
iand some three weeks after the outbreak of hostilities. 
The former of these has about it a very pleasant flavour. 
Glyns is, of course, not to disappear. Actually it already 
incorporates in itself the much older house of Childs as 
well as Holts and Curries. Childs takes us back at least 
to the days of Oliver Cromwell, almost to the beginning 
of British banking. Even Glyns is approaching its two 
hundredth birthday—it was established in 1753, and is 
not much junior to the Royal itself. From the stand- 
point of Glyns, the motive for an affiliation was mainly 
a family one. Even partners of private banks cannot 
live for ever, and the provision of death duties, when 
much of one’s capital cannot be sold, is a difficult matter. 
An exchange of shares gave them a marketable security, 
while there was the added advantage that, should war 
come, both institutions would be strengthened by the 
fusion of interests. 

It may be taken for granted that the Treasury would 
have opposed the acquisition by any of the leading Eng- 
lish banks. That this plum fell, nevertheless, to the 
Royal is presumably due to the energy and progressive 
outlook of the present management. The Royal had 
already taken over Drummonds in 1924 and the Burling- 
ton Gardens branch of the Bank of England and 
Williams Deacon’s in 1930. This bank has certainly 
carried the banking invasion south of the border to some 
purpose. Ignoring the two first-named concerns, the 
latest figures for Williams Deacon’s show a balance sheet 
total of some £41? millions, while Glyns’ figures are only 
some £14 millions less. This is comparable to the two 
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acquisitions in Scotland of the Midland Bank or to the 
holdings there of Barclays and Lloyds together. The 
latest affiliation of the Royal adds considerably to the 
diversity of its business in England, while the heavy cash 
resources of Glyns should, in favourable circumstances, 
form the basis of considerable new business. 

The decision of the Governors of the Bank of Scot- 
land to cut the interim distribution from 6 per cent. to 
5 per cent. is a matter on which there cannot be so 
general an agreement of opinion. It was distinctly 
stated that it was done as a measure of prudence in the 
conditions existing. But it is the first time since the last 
war that any of the independent Scots banks has cut its 
dividend. (The previous reduction by the Bank of Scot- 
land in the rate from 18 per cent. to 12 per cent. per 
annum, of course, coincided with a capital bonus of 50 
per cent. in reduction of the uncalled liability.) The step 
is considered by some as having an added significance 
because the bank is historically the leader of the 
fraternity, being its oldest member. It is, however, per- 
haps the case that the greater the age of an institution, 
the more likely it is to follow precedent in an emergency. 
If so, it is to the point to remember that the Bank of 
Scotland was one of the few to cut its payment in 1915. 

The question which is exercising the public is, of 
course, whether this example is likely to be followed by 
the other independent Scottish banks. Nothing more 
than a guess is possible, but the general impression is 
that they will not do so until it is easier to see what 
developments the war will, in fact, bring. The argu- 
ments set out above point clearly to a period of growing 
prosperity for, at least, the industrial areas of Scotland. 
It is also the fact that the stress which is being laid upon 
the growing of supplies of food at home should not be 
without beneficial effects on that country. Also, in 
general, the Scots banks have recently done little to add 
to the costs of their enterprise by the opening of new 
branches or even sub-offices. On the whole, one would 
suppose that they might be rather better placed to main- 
tain their dividends in the visible future were it not for 
doubts as to the future rate of interest and its effects on 
the security holdings of the banks. The December, 1938, 
averages of the London clearing banks show investments 
as 25.2 per cent. of total assets, whereas the table on 
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page III gives some 45.8 per cent. for the Scottish banks 
as a whole, and the last balance sheet of the Bank of Scot- 
land, as at February 28, reveals a percentage of 50.5. This 
is not the place to discuss in detail what a given manage- 
ment may include under the term “Investments,” nor can 
it be known with any certainty what provision against 
depreciation is either necessary or has been made. It 
is, however, at least possible that the management of 
a bank which recently had over half its total assets in 
this form might have had this fact very prominently 
before them in deciding what could properly be distri- 
buted in the circumstances of mid-September, with the 
gilt-edged market frozen hard at levels some 10 per 
cent. below the maxima of the year and with Bank Rate 
still at 4 per cent. The subsequent improvement in the 
gilt-edged position makes it quite impossible to forecast 
what any individual bank may deem expedient when 
the time comes to announce its distribution. 

Scottish banking has been very fortunate during the 
past year in losing few of its officers of the first-rank, 
either by death or retirement. The North of Scot- 
land Bank and the British Linen Bank have, however, 
lost their London managers by retirement in the 
persons of Mr. Thomas M. Stephen and Mr. James 
Forrest. In the case of the former bank Messrs. James 
G. Blackhall and Frederic J. Ogston became joint 
managers, while in the latter Mr. Charles K. Jordan 
succeeded to the managership. Messrs. A. W. M. Beve- 
ridge and James Ledingham having retired in the 
previous year, however, these gentlemen ceased to be 
vice-presidents of the Institute of Bankers in Scotland. 
In consequence, Mr. William Whyte, General Manager 
of the Royal Bank of Scotland, became Senior Vice- 
President and Mr. George Mackenzie, Secretary of the 
British Linen Bank, and Mr. James Waddell Macfar- 
lane, Treasurer of the Bank of Scotland, were elected 
to fill the vacancies. 

The Scots banks have always regarded their one- 
pound notes with pride and the appearance of a new 
note is always a matter of interest. At the beginning of 
the period under review the North of Scotland Bank put 
into circulation a note of new design which is understood 
to have met with a very good reception. 
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Scottish Banks’ Branch Policy 
By C. J. Shimmins 


N intensive branch policy was one of the earliest 
A and most outstanding features of Scottish banking, 
which in this as in many other respects laid down 
an example to be followed later by the English joint 
stock banks, and later still by the Dominion banks. Only 
one year after it started business in 1695 we find the Bank 
of Scotland opening branches in Glasgow, Aberdeen, 
Dundee and Monirose. But these earlier attempts were 
unsuccessful, and it was not until seventy-eight years 
later that the first branches were firmly established. In 
the first half of the nineteenth century, which saw the 
establishment of five of the present eight Scottish banks, 
an extensive branch policy was pursued with even greater 
vigour, and proved very profitable. Scottish banks are 
very solidly established in the rural areas—as may be 
seen from the published lists of branches—even Orkney 
and Shetland have fourteen offices. There are reasons 
peculiar to Scottish banking which have assisted this 
development. 

In the first place, the old Cash Credit Bond founded 
by the Royal Bank in 1728 proved a suitable medium for 
the employment of the gradually increasing resources of 
the banks, while at the same time these credits were 
giving considerable encouragement to the fostering of 
Scottish industries. The system enabled a person who 
lacked capital but who was able to command the support 
of men of substance to receive advances from a bank on 
the joint obligation of himself and those supporting him. 
Asecond reason was the policy of the Scottish banks (still 
surviving to some extent) of appointing as agents of a 
new branch local residents, such as solicitors, farmers, 
estate factors, whose position enabled them to influence 
business towards a particular bank. In the early days it 
was not unusual to find the village grocer attending to 
the selling of his wares at one counter, and at another 
counter conducting, with the assistance of a clerk, the 
elementary functions of banking, receiving deposits and 
lending money, the latter mainly in the form of bills 
discounted. (In this connection one is reminded of the 
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career of David Dale, the first Glasgow Agent of the 
Royal Bank, described in the May issue of THE BANKER.) 
The third, and possibly the most important, reason for 
the extensive development of branch banking in Scotland 
was the right of note issue. Obviously, if the Scottish 
banks had no such right, it would be necessary to 
maintain a cash balance chiefly in the form of Bank of 
England notes, which would be an asset earning no 
return. Although the note issue is subject to a composi- 
tion stamp duty of 8s. 4d. per cent. per annum, this only 
applies to notes actually in circulation and would not 
affect notes on hand at the particular branch. It is true, 
of course, that the note circulation in excess of the 
authorized issue must be covered by Bank of England 
notes, but again this would not apply to notes held as a 
balance of cash ata particular branch. The only charges 
that would require to be taken into account would be the 
cost of printing the notes and the licence required for the 
right of note issue. In the early days of banking the 
notes were frequently hoarded, a practice that was even 
encouraged by the banks and resulted in convenient 
rofits. 
: The Scottish banks did not confine their network of 
branches to Scotland, and history was made when the 
National Bank opened in London in 1864. The opening 
of a few branches by the Clydesdale Bank in the North 
of England led to considerable, but unsuccessful, agita- 
tion in the House of Commons for the imposition of 
severe restrictions on the Scottish banks. In time each of 
the Scottish banks opened a London office, a develop- 
ment that has proved most profitable and one which still 
leaves scope for further development. Coming down to 
the present century, the Scottish banks had some 1,200 
branches in 1914. The following table shows the growth 
of the branches since then, and is illuminating as 
showing which banks have been most progressive in this 
respect. (I am indebted to Miss Shrigley, Librarian to 
the Institute of Bankers, London, for these statistics.) 
Omitting sub-branches, which are not stated by some 
banks and in many cases are open only once a month, 
the number of branches is approximately one to every 
3,000 of the population. If one takes into account the 
competition of the Trustee Savings Banks, this is con- 















SCOTTISH BANKS’ POLICY 119 





1918 1924 1928 1932 1936 1939 


Bank of Scotland .. 164 224 226 240 253 265 
Royal - . 187 224 207 255 258 
British Linen .. 2 182 192 207 210 213 
Commercial .. . we 288 326 342 374 385 
National ee o. Sas 134 164 180 190 192 
Union aie o. we 166 IgI 209 216 220 
Clydesdale .. -- 158 $185 191 20% 207 208 
North of Scotland .. 148 157 156 158 160 161 


I,24I 1,523 1,670 1,834 1,865 1,902 


clusive evidence that Scotland is rapidly approaching— 
if it has not already reached—the point where no further 
branches could be opened. It is well known that many 
offices of the Scottish banks, particularly of those banks 
that have been most active in branch extension during 
the past fifteen years, are being run at a loss. Another 
adverse factor is the amount of business going to the 
London offices of the Scottish banks, particularly that of 
county and local councils. Again, owing to the growth 
of the multiple shop system, large sums are being trans- 
ferred to the banks of such companies in England. In 
the case of one well-known department store, for 
example, which may be found in all average size towns, 
the Scottish banks act merely as collecting agents for an 
English bank. To those Scottish banks affiliated with 
the English banks this naturally makes little difference, 
the service rendered by the Scottish subsidiaries in 
this connection being most useful to the combined 
institutions. 

In the following table the geographical distribution of 
the branches is shown. 

Itwould appear that asregards population, Edinburgh 
and Glasgow appear fully banked, whereas Dundee 
would appear to afford scope for further development. 
The table shows also that the Commercial Bank has the 
best spread branch system, in contrast with the Union, 
Clydesdale and North of Scotland, which are highly 
concentrated in certain areas. In fact, the branch system 
of the Clydesdale and North of Scotland—both affiliates 
of the Midland Bank—scarcely overlap, and an out-and- 
out amalgamation between these two Scottish banks at 
some future date would not be surprising. 
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GEOGRAPHICAL DISTRIBUTION OF BRANCHES 
| | | 





| | ! 























‘ - Bank | | North | | | Popu- 
ities an of | British |Clydes-| of Com basa »nooat TTT +r . | lation 

Counties | Scot- | Linen | dale | Scot- | mercial | National! Royal | Union | Totals | per 
| land | | land | | office 

} | | | | | 
' | [ | 
Edinburgh .. oo | BS I 20 Ir 5 | 36 | 19 25 22 161 2,700 
Glasgow se os 34 44 42 9 | 40 «(| 26 31 43 269 | 4,200 
Dundee e ee 3 3 cs s » | 4 7 2 27 | 6,500 
Aberdeen. 2 2 2 18 5 | 3 4 7 41 4,000 
Aberdeenshire r | 2 | 2 43 II 2 I 12 74 | 1,800 
Angus or Forfar | 5 5 | e 4 8 5 ” j 9 4 45 | 2,100 
Argyll . 2 I 2 | 7 2 2 4 8 8 36 | 1,800 
Ayr .. 1o | «mmi| 24 2 16 | 9 17 19 108 | 2,600 
Banff 2 —_ };— 18 6 | I 2 9 38 | 1,400 
Berwick 3 3 —— — 7 | 2 6 — 21 | 1,300 
Bute .. 5 :. 4 I — | a | om 3 2 12 | 1,600 
Caithness 3 | 2);— 4 | 4 I i I 16 | 1,600 
Clackmannan — | 2 | 3/—] 2 I I 3 12 | 2,700 
Dumbarton .. 6 5 | 6;/— | 9 | 3 7 > 43 | 3,400 
Dumfries ef 2 | 3 r | 3 | 3 5 4 30 | 2,700 
East Lothian 3 | 3 I sf 2 | 5 | I 4 — | 18 | 2,700 
Elgin or Moray 8 a | oe 2 | 3 3 2 | 29 | 1,400 
Fife .. <a 8 | 9 | 9 | ‘4 26 | 14 II 13 | 95 | 2,900 
Inverness 13 | 4 I 7 4 5 2 I 33 | 2,500 
Kincardine .. rr}; — — 8 | 2 -— -- 2 13 | 3,000 
Kinross ee - | . 7 2]};—] sj, = I — | 5 | 1,500 
Kirkcudbright 3 I 3i— | 3 2 r | 6 19 | 1,600 
Lanark oe as. | 13 16 | 3 | 22 13 14 7 100 | 4,600 
Midlothian .. e 4 4 s/=— 2 2 3 | I 31 2,800 
Nairn a a 3: | $s) <= sg I r|— | 5 | 1,600 
Orkney and Shetland r | — — | 2 3 2 I 5 14 | 3,100 
Peebles as 4 | 2 —_}j— | . 3 _ 7 | 2,100 
Perth. . 15 | 3 2} 61] Io | 3 5 16 | 60 | 2,000 
Renfrew a a 7 10 13 | 2 | 13 7 8 14 74 3,100 
Ross and Cromarty. . 12 2 a 3 9 4 3 | 33 1,900 
Roxburgh a 3 | 6 - — | 4 3 5 | 21 | 2,100 
Selkirk I 2 ~ 2 2 2 10 | 2,200 
Stirling <s mF 8 7 | 6 | 3 8 4 6 4 46 | 3,600 
Sutherland .. --| 3 2 — eo 2 — - 10 | 1,600 
West Lothian r | 4 2 — 6 2 3 3 21 | 4,000 
Wigtown -_ ie — 4 4 — | 3 5 I 19 | 1,500 
English Provincial | | 
Branches .. os _ r | > s - | -= _ - | 4 _ 
London Offices = 2 | 2 | 2 2 | 3 . F.-5) ea 22 | — 
Sub. Offices .. woe 22 33 | 97 32 52 — | 288 | _- 
266 | 214 | 209 162 | 386 192 259 222 1,910 | a 
| | ' 








Note.—Head Offices are included as branches in this Table. 

One feature of the branch policy of the Scottish banks 
in recent years has been the large number of branches 
opened in the new housing areas. This seems to have 
begun around the time at which Savings Accounts were 
first introduced by the Scottish banks. There is no doubt 
that these offices have attracted a considerable deposit 
business which in the usual course would have fallen to 
the Trustee Savings Banks. From the point of view of 
the Royal Bank, the recent merger with Glyn Mills was 
an alternative to a further increase in the opening of new 
branches. No doubt it was actuated to a certain extent 
by the same principles as guided Sir Edward Holden in 
acquiring the many banks now grouped under the control 
of the Midland Bank. The new acquisition of the Royal 
Bank will mean a considerable increase in business an 
in one of the few remaining areas in which the Scottish 
banks will find room for development—namely, London. 
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Scottish Trade and Industry 
By a Scottish Correspondent 


COTLAND’S extreme dependence on textiles and 
- the heavy industries—coal, iron and steel and ship- 
building—is traditionally regarded as a fatal flaw 
in her economic structure. Certainly it has laid the 
country open to devastating periods of unemployment— 
twice since the last war (in I92I1, and again in 1933) the 
unemployment figures have climbed perilously near the 
400,000 mark. In the slump which followed the brief 
post-war boom, and then again a decade later, Scotland 
was indeed sorely tried. The idle steelworks, the 
neglected coal mines and the silent shipyards were all 
evidence of a fundamental lack of balance in Scotland’s 
industrial structure. 

Yet in the present rearmament boom this lopsided- 
ness has for a time become a blessing. Scotland is 
taking an important and growing place in arms produc- 
tion, and names such as Beardmore’s have once again 
become famous. At the beginning of the year there 
was announced the establishment of an ordnance factory 
at Dalmuir, giving employment to 1,000 persons, and the 
concentration of certain aviation repair works at Abbots- 
inch. The outstanding event, however, has been the 
laying out, at a cost of £4,000,000, of the new Rolls Royce 
Works on Clydesdale, a project that will give employ- 
ment to 20,000 persons. There have been other develop- 
ments in the Glasgow area and at Hillington and much 
of the credit for this spirit of enterprise is due to the Lord 
Provost of Glasgow. As evidence of growing prosperity 
the following statistics of the average note circulation of 
the Scottish banks are significant : 


May. £ May. £ 

1932. . .. 21,619,622 1936. . .. 22,920,517 
1933. . -+ 21,472,455 1937: - .. 23,841,150 
1934.. .. 23,618,852 1938. . .. 24,380,534 
1935. . 22,173,709 1939. - .. 24,829,781 


CoaL ey —This industry has experienced further 
Prosperity. In the period to the middle of August 
exports rose to 7,110,000 tons, an increase of 651,000 
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compared with the same period of 1938. It is true that 
the export trade will now be dislocated by the war: for 
example, exports to such countries as Finland and the 
Baltic countries will cease, although exports are still 
being made to the Scandinavian countries. Under trade 
agreements these countries are bound to take certain 
proportions of coal and, in fact, accounted for almost 
70 per cent. of Scottish exports. On the other hand, the 
intensification of iron and steel production will mean 
greater demands for coal, which should benefit the Scot- 
tish section of the industry. Before 1914 Scotland pro- 
duced 42.5 million tons, or 14.8 per cent. of the total 
 —, of Great Britain, as against 13.4 per cent. in 
1938. 
AGRICULTURE.—Sir Walter Scott’s classic description 
of Scotland as :— 
“‘ Land of brown heath and shaggy wood, 
Land of the mountain and the flood,” 

sufficiently indicates the difficulties of the Scottish 
farmer—even though in Sir Walter’s lifetime subsidies 
and marketing schemes were unknown. Preliminary 
statistics on June 3 last show that the total area under 
crops and grass amounted to 4,551,000 acres, com- 
prising 1,622,000 acres under permanent grass and 
2,929,000 acres of arable land. The acreage under 
arable land is the smallest recorded since 1866, when the 
returns were first compiled, and the declining trend 
may be judged from the following table: 





1939. 

Average. Average. (Esti- 

IQII-I5. 1925-29. 1932. 1938. mated). 

Oats. . -» 952,000 906,000 867,000 798,000 774,000 
Wheat a 64,000 56,000 52,000 92,000 81,000 
Barley - 181,000 I2I,000 69,000 99,000 gg,000 
Turnips .. 432,000 382,000 348,000 322,000 309,000 
Potatoes .. 148,000 144,000 146,000 135,000 134,000 


Many of the claims of the farmers have now been 
met by the Government and the increased subsidies for 
oats and barley give the Scottish farmer particular cause 
for satisfaction. It has always been a grievance of the 
Scottish farmer that, while Scotland grows about one- 
third the total production of oats for Great Britain, their 
share of the wheat subsidy is only 1/17th of the total 
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amount for Great Britain. The recent legislation to pay 
£2 per acre for ploughing up land under permanent 
grass for the past seven years should also be of assistance 
to the Scottish farmers; to date it is proposed to deal in 
Scotland with about 25,000 acres. 

Scottish banks are closely associated with the agri- 
cultural industry and, for the benefit of the agents, the 
following is a summary of recent subsidies granted 
to enact the long-term agricultural policy of the 
Government. 

1. As regards oats, the subsidy is based on two 
different rates per acre, the higher rate to apply where 
the farmer does not receive wheat deficiency payments 
under the Wheat Act of 1932 and the lower rate to apply 
where such deficiency payments are received. In the 
former case the rate per acre is to be fourteen times the 
amount by which the average United Kingdom price of 
oats falls below 8s. per cwt., with a maximum payment 
of £2 6s. 8d. per acre. The lower rate is to be six times 
the above basis, with a maximum of £1 per acre. The 
price deficit must be at least 3d. per cwt. The subsidies 
were applied retrospectively to land under oats on 
June 4, 1938, which meant that the revised rates for the 
1938 crops were 31s. 6d. and 13s. 6d. per acre as the case 
may be, against 13s. 2d. formerly where no wheat defi- 
ciency subsidies were received. 

2. As regards barley, it is provided that barley not 
used for malting will be guaranteed an average standard 
price of 8s. per cwt. As regards malting barley, a tem- 
porary subsidy scheme for 1939-40 has been announced. 
If the ascertained price of barley does not exceed 8s. 1d. 
per cwt. the rate of subsidy will be 30s. and the levy will 
be 1s. per standard barrel and 4d. per proof gallon of 
whisky. If the price exceeds 8s. Id. per cwt. the 
amounts of the subsidy and of the levies will be reduced 
(for the six months from August 1 the estimated average 
price is 8s. 7d. and the levy has been fixed at od. per 
standard barrel of beer and 3d. per proof gallon 
of whisky). 

3. Legislation has been passed providing for a sheep 
subsidy on the basis of a standard annual average price 
of tod. per Ib. “dressed carcase weight,” though this 
standard figure will be reduced if the sheep population 
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rises above 27,000,000, but no subsidy is payable on 
imported sheep. The scheme will be administered, as 
in the case of cattle, by the Live Stock Commission. 
Prices have been higher and so far the subsidy will not 
apply, while the rising price of wool will also benefit the 
sheep farmer. 

IRON AND STEEL.—With the increased armaments 
expenditure it is only to be expected that the iron and 
steel industry will be working under boom conditions. 
The marked recovery in the industry is reflected in the 
unemployment statistics, and centres such as Motherwell 
have almost ceased to have an unemployment problem. 
The past year has produced further reorganization. In 
July last Colvilles Ltd. entered into an agreement 
whereby the Barrow Hematite Steel Co. will close its 
heavy mills and transfer work to Scotland estimated at 
100,000 tons of ingots per annum, while Colvilles will 
purchase the whole of the Barrow firm’s output. of 
Hzematite pig iron. It is yet too early to judge the effects 
of the recent Stewarts and Lloyds and Stanton Iron- 
works Co. merger as regards the position of the Scottish 
works. The Scottish iron and steel industry is now most 
efficiently organized and will play no small part in the 
replenishments of the war machine. It is estimated that 
the maximum output of the Scottish steel industry is 
2,250,000 tons per annum. In this war it is hoped that 
the dangers of over-capitalization will be guarded 
against and that a policy will be followed of building up 
large reserves. The shipbuilding industry is now con- 
centrated on naval work and it is estimated that at 
present the value of such work on the Clyde area alone is 
worth over £70 millions. Under the recent Government 
Subsidy Schemes for mercantile shipping, orders for 
building sixty new vessels have been placed with 
Scottish yards. 

FisHtnc.—The Scottish summer herring fishing was 
a failure owing to the difficulties of finding the herring 
shoals, and landings are little more than half the pre- 
vious season’s figures. On the other hand, the white fish 
section of the industry has proved more profitable as a 
result of higher prices. The war will close the overseas 
markets for the herring industry, as Germany, Poland 
and the Baltic States were the principal customers. 
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Fortunately, the drifters and trawlers represent a con- 
siderable part of the reserve fleet, and the earnings from 
either sales or hiring to the Government should enable 
the industry to repay some of its indebtedness, a large 
amount of which is due to the banks. The reduction in 
the number of steam drifters continues and last year the 
total was 402 as against 459 in 1937. As 85 per cent. of 
the existing Scottish fleet was built before 1919 the 
reduction in the fleet is likely to continue. Under the 
Herring Industry Act, 1938, provision was made for 
grants to herring fishermen up to an aggregate of 
£250,000 within the period of five years to March 31, 
1944, to assist in the construction of new motor boats on 
terms which were certainly more generous than those of 
previous measures. The decline in the number of fisher- 
men employed continues, the total being only a little 
more than half the 1913 figures. 


Scottish Banking in the Last War 


ROM this survey it will be seen that the basic 
FE industries of Scotland are being mobilized for war. 

This has affected the banks in many ways, such 
as an increase in demands for accommodation in certain 
industries. It is interesting to compare the movements 
in the position of the banks during the years 1913-18 
with the position at the present time. During the last 
war the concentration movement in banking had not 
begun, which for one thing means that the present larger 
units are much more able to withstand the strains of a 
crisis than twenty-five years ago. The following 
statistics culled from The Economist illustrate the 
changes between the two periods . 

It will be observed that as compared with 1918 the 
capital and reserves are now doubled (although the 
forthcoming balance sheets will likely show reduction in 
reserves to meet the depreciation of investments). 
Deposits are up by nearly one-third, whereas the note 
circulation is slightly less. Investments are doubled, 
and although the item discounts and advances is roughly 
the same it now represents only 28 per cent. of deposits, 
as against over 41 per cent. in 1918. 








a6 THE BANKER 


| 


Capitaland % of % of % of 
Year. Reserves. Liabs. Deposits. Liabs. Notes. _Liabs. 
£ 
1913 17,296,000 10:8 125,887,000 78-8 7,744,000 4°8 
1914 16,684,000 10:0 132,504,000 79:0 9,502,000 5°7 
IgI5 16,205,000 9*I 140,569,000 82-0 12,555,000 71 
1916 15,631,000 7:5 166,620,000 80-2 15,461,000 75 
1917 16,064,000 6:7 196,538,000 81-7 1g,023,000 7°9 
1918 16,577,000 6:6 222,055,000 81°I 25,141,000 g°2 
1938 33,532,000 8-3 325,254,000 80-2 23,814,000 5°9 
Cash in Hand Discount 
and Money % of % of and % of 
Year. at Call. Liabs. Investments. Liabs. Advances. Liabs. 


£ £ 
38,049,000 23: 77,704,000 48: 
44,815,000 26: 78,364,000 46: 


1913 33,961,000 2I- 9 
8 

67,019,000 37°9 64,621,000 306° 
“— 
-6 


IgI4 34,598,000 20: 
IgI5 36,730,000 20: 
Ig16 2,026,000 20: 
1917 47,788,000 19: 
1918 57,250,000 20° 


69,693,000 33 85,136,000 41° 
71,584,000 29 II2,I59,000 406: 
93,889,000 34°3 113,961,000 41° 


OO CWN DW 
Om wuss 


1938 80,046,000 19°8 184,331,000 45°5 113,699,000 281 

It is also interesting to compare interest rates in 1914 
and at the present time. At the end of July, 1914, the 
rate for secured overdrafts was 53 per cent. During the 
crisis on the outbreak of war it rose at one moment to 
Io per cent. but was shortly restored to 6 per cent. Until 
the end of the war the rate was mostly 6 to 64 per cent. 
Rates are now appreciably lower. On August 24 last, 
following the rise in the bank rate, the rate of interest on 
secured overdrafts was raised to 5 per cent. and one 
month later the rate was reduced to 43 per cent., while 
on the latter date the extra charge for unsecured over- 
drafts was made 1 per cent. more instead of the usual 
4 per cent. When Bank rate was reduced to 2 per cent., 
however, the rate on overdrafts was brought down from 
54 to 5 per cent. 

Scotsmen have always had a great pride in their 
church, their legal system and their banks. In one of 
his speeches in the House of Commons in i915, Mr. 
Lloyd George said, “ The Scottish banks showed great 
courage right through . . . it is not merely in the field 
of battle that Scotsmen show courage as we know very 
well.” Again, when the War Loan of 1917 was issued 
—the loan that was to lead us to final victory—the 
amount of applications passing through the Scottish 
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banks amounted to £105,000,000. Considered in rela- 
’ tion to the Scottish banks’ deposits of £160,000,000 that 
was indeed a remarkable achievement. The Scottish 
banks, no less than Scottish industries, are fully alive to 

the part they must play in this struggle. 
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INTERNATIONAL BANKING 


UNITED STATES 


MMEDIATELY on the outbreak of war the Federal 
| Reserve Board issued a statement assuring both 
member and non-member banks of advances against 
Government obligations up to the full amount of the par 
or face value. Actually no recourse was made to these 
facilities, since the banks experienced no drain of funds 
and the repercussions of the declarations of war on 
business conditions in the United States were almost 
wholly favourable. Heavy buying of basic foodstuffs 
and industrial materials caused a jump of about 20 per 
cent. in one week in the Index of Sensitive Commodities, 
while the sharp expansion of output in the iron and steel 
and other industries raised the Board’s Index of Indus- 
trial Production from 102 in August to TI0 in September. 
Bond prices declined in September (the average yield on 
Treasury bonds maturing 1960/65 rising by % per cent. 
| to over 2# per cent.), notwithstanding an increase of some 
$400 million in the holdings of the Federal Reserve 
Banks through open-market operations. On the other 
al hand, there was no heavy liquidation of American stocks 
a held in belligerent countries such as occurred in 1914, and 
n | equities rose sharply in the most active markets seen since 
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the autumn of 1937. Thus the general effects of the 


Ir outbreak of war were not such as to necessitate any 


of abnormal intervention. 

I. Even the depreciation of sterling and of other 
at European currencies inflicted no loss upon American 
d banks. Most of them had reduced their European 
y balances before the war, and what remained was 
d adequately covered by their sales of forward sterling. 
; On the other hand, American bankers have been faced 


with somewhat difficult problems owing to the absence of 
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a forward market in sterling in New York. While the 
British authorities quote forward dollars every day, these 
are available only to approved British importers. If 
British imports are financed with the aid of sterling bills, 
the American exporters naturally have to dispose of these 
bills, and in the absence of forward exchange facilities 
the banks were unable to cover the exchange risk 
involved in their purchase. Eventually, however, 
arrangements have been made to overcome this difficulty. 
The renewed flight of funds from Europe prior to the 
outbreak of war caused a sharp increase in the gold 
movement to the United States, which amounted to $630 
million in the six weeks to September 20, so that the gold 
stock has now passed the $17 milliard mark. Although 
the expansion in business activity led to some increase in 
business loans, this influx of gold, coupled with expendi- 
tures from Treasury balances and the open-market 
operations in securities of the Federal Reserve banks, 
helped to raise the excess reserves of member banks to a 
new record level of $5,300 million on September 20. 


CANADA 


Arrangements have been made for the repatriation of 
£28 million of Canada 33 per cent. 1930-50 stocks. The 
Canadian Government will issue an internal loan, a large 
part of which will be devoted to the repurchase of this 
sterling loan. The British Treasury has called in the 
British holdings of this stock for the purpose of selling it 
to the Canadian Government. Thus the dollar proceeds 
of the Canadian internal loan will ultimately find their 
way into the British official exchange holdings. This 
transaction is interesting in more ways than one. It is 
the first instance in which overseas investments have 
been mobilized to cover war requirements. Moreover, 
until this operation it was only overseas investments in 
terms of foreign free currencies that had to be declared 
for the purpose of eventual mobilization. Judging by 
this precedent, our authorities may be able to make very 
useful additions to our exchange reserves by encouraging 
Dominions and other countries to pay off sterling debt. 
The depreciation of sterling, of course, already provides 
an incentive for such redemptions. 

The Dominion Government has introduced exchange 
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restrictions. Whereas other Dominions adopted the 
system prevailing in Great Britain, the system adopted in 
Canada differs from the British system in many respects. 
While in turn Canada is treated in some ways on a 
similar footing to a “foreign” country under our own 
exchange regulations. Thus, Canadian securities were 
included among the overseas securities mobilized by the 
Treasury and Canadian dollars are on the list of 
“required” currencies. Thus, in spite of Canada’s 
adoption of exchange restrictions, the British authorities 
will not authorize an unlimited transfer of funds to this 
Dominion because Canada does not belong to the Sterling 
Bloc. All British exchange regulations make an excep- 
tion in favour of other British Dominions and Colonies, 
apart from Newfoundland and Hong Kong. 


FRANCE 

The exchange restrictions introduced at the beginning 
of the war have been materially tightened during 
October. Originally the restrictions were directed only 
against fresh exports of capital and did not affect foreign 
assets transferred abroad before the war. According to 
the latest regulations, however, owners of such assets 
have to make declarations provided that they have not 
repatriated them by November 15. It is expected that 
a large number of Frenchmen will repatriate their 
holdings before that date in order to avoid having to 
declare them. In any case, however, they are assured 
complete immunity in case they had failed in the past to 
declare their income from their foreign investments for 
taxation purposes. 

After the first sudden jump in the note issue in 
connection with the mobilization, monetary conditions 
settled down to the changed situation. Money remained 
plentiful in Paris, and the Bank of France was able to 
maintain its rediscount rate at 2 per cent. without the 
least difficulty. Although there were some withdrawals 
of deposits at the beginning of the war, much of the 
money then withdrawn has found its way back to the 
banks and savings banks. 


HOLLAND 


The amalgamation arranged before the war between 
the Amsterdamschebank and the Rotterdamschebank 
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Vereeniging will not now take place. The decision to can- 

cel the arrangement was due to the abnormal situation 

created by the war, which affected some of the considera- 

—. upon which the agreement to amalgamate was 
ased. 

The weekly report of the Netherlands Bank for 
October 18 shows an increase of 8 million gold florins. 
This increase cannot be attributed to normal transac- 
tions, since conditions in the exchange market were not 
such as to warrant the purchase of gold by the authorities. 
The view is held in Dutch banking circles that the influx 
came from Russia and that it represented part ofthe 
174 tons of gold whose shipment from Russia to Germany 
was recently announced. Opinions are divided whether 
the gold was paid over to the Netherlands Bank by the 
Reichsbank or by the State Bank of the U.S.S.R. 


SWITZERLAND 


The former Standstill Agreement with Germany was 
brought to an end by its denunciation by the British and 
American banks at the outbreak of the war, since the 
credits of these countries represented more than 75 per 
cent. of the total, a majority holding sufficient, according 
to a clause in the Agreement, to bring about the termina- 
tion of the Agreement as a whole. The Swiss banks have 
accordingly concluded a new agreement with Germany 
providing for the maintenance of a separate Standstill 
Agreement on terms similar to those of the old agreement. 
An identical agreement was also concluded by the Dutch 
banks. 

POLAND 


It was officially announced that the £5 million of cash 
loan granted to Poland by the British Government in 
September has not yet been drawn upon. Since the 
British Government recognized the Polish Government 
which was recently formed in France, the £5 million and 
also the unused balance of the arms credit of £8 million 
granted in July will be placed at the Government’s 
disposal. It is understood that the French Government 
has adopted a similar attitude regarding the French arms 
credit and cash loan granted to Poland. 

It appears that the invading German army was 
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unable to lay hands on any part of the Bank of Poland’s 
gold reserve in Warsaw or any other parts of Poland. 
Part of the gold reserve has now arrived in France and 
is at the disposal of the new Government. Part of it is 
in Rumania and will serve to cover the expenses of the 
large number of Polish refugees interned in that country. 


SWEDEN 


The Swedish exchange remains stabilized in relation 
to the dollar. Nevertheless, the Swedish monetary 
authorities are anxious to return to the Sterling Bloc, 
and would do so as soon as the unofficial rate of sterling 
became reasonably stabilized. There is an unofficial 
market in sterling in Stockholm, but the rates quoted 
there depend largely on the rates in the unofficial market 
in New York. For some time towards the end of 
September and early in October it looked as though the 
desired degree of stability in the unofficial rate of sterling 
had been achieved. Towards the middle of October, 
however, the unofficial rate dropped below 4.00, and the 
Swedish monetary authorities preferred in the circum- 
stances to wait before re-linking the kroner to the pound. 
A similar attitude has been adopted also by the other 
Scandinavian countries. 


Appointments and Ketirements 
British Linen Bank 


Mr. James Findlay, accountant of the bank, has 
retired after long and valued service. He has been 
associated with Head Office for the past 50 years and has 
been accountant since 1917. He is succeeded by Mr. 
John Waugh, cashier, who now holds the joint office 
of accountant and cashier. Mr. Thomas Smith, of Head 
Office, has been appointed assistant cashier, and Mr. John 
Michie, also of Head Office, has been authorized to sign 
official documents “ pro general manager.” 


Gillett Brothers Discount Company 


_ Mr. R. B. Gillett, the secretary, has been appointed a 
director of the company. He will continue to act as 
secretary. 
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Lloyds Bank 

It is announced with regret that the Rt. Hon. Viscount 
Weir, G.C.B., has found it necessary to resign his seat on 
the board owing to pressure on his time involved by 
public work. 

In the Advance Department at Head Office, Mr. H. V. 
Vincent, an assistant controller, has retired after 48 years’ 
service. 

Mr. S. T. P. Case, from Monument, E.C., has been 
appointed manager of Highgate Hill, N. (also Holloway 
Road, N.) branch. Mr. J. Whyte, from Finsbury Circus, 
E.C., has been appointed manager of Monument 
branch, E.C. 

Mr. J. G. Duncan, M.C., from Guildford, has been 
appointed manager of Kingston-on-Thames (also East 
Molesey and Hampton Court) branch. Mr. A. A. 
Robinson, from Kingston-on-Thames, has _ been 
appointed manager of 399, Oxford Street branch, W., on 
the retirement of Mr. W. M. Drake owing to ill-health. 

Mr. F. B. Warren, from Highgate Hill, N., has been 
appointed manager of Park Lane branch, W., in succes- 
sion to Mr. W. L. Cooper, who has resigned. 

The appointments of Mr. Tett, Mr. Hopkins and Mr. 
Ivamy announced in the October issue are being held 
in abeyance for the time being. 


Martins Bank 

Mr. T. England, from Manchester District Office, has 
been appointed manager of Friargate branch, Preston, in 
succession to Mr. H. Ingham, who has been appointed 
manager of Sale branch on the retirement of Mr. J. F. 
Davenport after 43 years’ service. 

Mr. G. Dawson, from Shudehill branch, Manchester, 
has been appointed manager of Radcliffe branch on the 
retirement of Mr. W. E. Kershaw after 42 years’ service. 

On Mr. S. Potter’s retirement, after 40 years’ service, 
Mr. W. A. Grundy has become manager of Stalybridge 


branch. 


Midland Bank 

The Rt. Hon. The Earl of Caithness, C.B.E., LL.D., 
D.L., a director of the North of Scotland Bank, has been 
elected to a seat on the board. 








APPOINTMENTS 133 


The retirement is announced of Mr. W. A. Adney, 
who has been an assistant general manager of the bank 
since 1922. Mr. Adney joined the staff of the Law 
Department of the bank in Igo1, being appointed a 
superintendent of the Midland section in 1904 and of the 
Hallamshire and Lindsey section in 1913. When in 1917 
the bank acquired the capital of the Belfast Banking 
Company, Mr. Adney became liason officer between the 
two banks. In 1918 he was appointed to the newly- 
created post of general manager’s assistant and became 
an assistant general manager in 1922. 


National Discount Company 


Mr. Francis Goldsmith has resigned from the position 
of managing director for reasons of health, but he retains 
his seat on the board. Mr. R. E. de B. Bate has been 
appointed manager and Mr. H. R. W. Brown and Mr. 
W. Shepherd have been appointed sub-managers. 


National Provincial Bank 
Sir Felix Victor Schuster has retired from the board. 


Ottoman Bank 


Mr. R. S. C. Pearce, manager of the London office, 
has been appointed a member of the general committee 
of the bank. 


Union Bank of Scotland 


It is with regret that the death is announced of Mr. 
W. J. Brown, accountant. Mr. R. W. Wylie has been 
appointed accountant with authority to sign official 
documents “pro agent.” 


Williams Deacon’s Bank 


The Rt. Hon. The Earl of Elgin and Kincardine, K.T., 
has been elected to a seat on the board to fill the vacanc 
caused by the resignation of Mr. Alexander Maitland, 
K.C., who has joined the board of Glyn, Mills & 
Company. 

Mr. J. H. King, manager of Mosley Street office, 
Manchester, has been appointed an assistant general 
manager of the bank in association with Mr. J. K. Rigby. 
Mr. George Jagger, accountant of Mosley Street office, 
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has succeeded Mr. King as manager. Mr. S. A. Brisbane 
has been appointed accountant in succession to Mr. 


Jagger. 


New Branches 
Barclays Bank 


A new branch has been opened at Woodend Avenue, 
Speke (Lancs.), under the management of Mr. J. E. Perks. 


Books 


CoMPANY FINANCE. By W. CoLiin Brooks. (London, 
1939: P. S. King & Son. 6s. net.) 


THE author crams a great deal of useful information 
within the covers of his brochure concerning the 
practical, theoretical, legal and historical aspects of 
company finance. His work can be recommended to 
those who, while possessing a general knowledge of 
finance, are unacquainted with the intricacies of com- 
pany finance. Under Mr. Brooks’ expert guidance they 
will be able to acquire a rather more than elementary 
knowledge without much difficulty. The author's 
journalistic experience enables him to write in a language 
which is understandable to the layman. His quotations 
from legal texts are well selected and not excessive. 


THE ECONOMICS OF SOVIET AGRICULTURE. By L. E. 
HupparD. (London, 1939: Macmillan & Co. 
12s. 6d. net.) 


Tue author has established for himself a unique 
position as a leading expert on economic and financial 
problems of the Soviet Union. His books on “ Soviet 
Money and Finance” and “ Soviet Trade and Distribu- 
tion” are regarded as the standard works on the subject 
in English. The present volume adds another to his 
series. Its appearance at a moment when there is much 
interest both in Russia and in agriculture is particularly 
welcome. The book gives a detailed historical account 
of the development of Russian agriculture both before 
and since the Revolution of 1917, and deals with the 
social aspects as well as the economic aspects of agricul- 
tural development in Soviet Russia. 








CANADA LIFE 


ASSURANCE COMPANY 
Outstanding Features from the 1938 Report 


NESS ve FORCE etnies aes ™ 
— . : .. £167,452,465 
NEW BU SINESS. The net new 
business complete after 
deduction of re- -assurances, 
amounted to 
RECEIPTS. The Company's s 
receipts were 
PAYMENTS. Total payments 
to Polic yhe siders, etc. . 


€11,382,000 
£7,940,009 
£5,063,501 


ASSETS. The assets incre: ar 
by £1, 346,816. to 


and include special reserves 


£54,635,803 
and undivided ened ae ¢2 378,2 243 
ling . 


Write for patenens of all Life ae Policies, 
Pension Bonds, etc., 


THE 


CANADA LIFE 


| ASSURANCE COMPANY 


(Incorporated in Canada asa Limited Liability 
Company) 


ESTABLISHED 1847 —*W, P. BRAUND, Manager 
2, ST. JAMES’S SQUARE, LONDON, S.W.1 

















MARIGREE 
SOCIETE COMMERCIALE 
D'OUGREE 
$A. OUGREE (BELGIUM) 


SELLING MONOPOLY for the products 
of the S.A. d’OUGREE - MARIHAYE, 
S.A. MINIERE & METALLURGIQUE 
DE RODANGE (G.D. de Luxembourg); 
S.A. ACIERIES & MINIERES DE LA 
SAMBRE, Monceau s/Sambre; S.A. 
FOURS A COKE DE ZEEBRUGGE; 
S.A. des LAMINOIRS d’ANVERS, 
Schooten ; BELGIAN HOOP & TUBE 
STRIP MAKERS ASSOCIATION. 


AGENCIES IN LONDON: 
OUGREE STEEL TRADING CO., Ltd. 
Stone House, Bishopsgate, E.C.2. 

NYE & MENZIES Ltd, eas House, 
62, New Broad St., E.C.2 


Rails and Fittings, Tyres, 
Axles, Forgings, Sheet-pliling. 





THE 


NATIONAL 
BUILDING 
SOGIETY 


FOUNDED 1849 


ASSETS £36,000,000 
RESERVES £2,100,000 


NATIONAL HOUSE 
MOORGATE, LONDON, E.C.2. MET. 8410 


West End Office : 33, St. James’s Street, S.W.1 
Branches and Agencies throughout the country. 
Managing Director: 

R. Bruce Wycherley, M.C., F.C.1.S. 
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AN INTRODUCTION TO WORLD 
ECONOMIC HISTORY SINCE 
THE GREAT WAR. J. P. DAY 
An attempt to give some explanation of 
the economic damage caused by the 
Great War and of the subsequent 


progress towards recovery. 3s. 6d. 
THE INCIDENCE OF INCOME 
TAXES. DUNCAN BLACK, M.A., 


Ph.D., Assistant Lecturer in Economics, 
University College of North Wales, Bangor. 
An analysis of the incidence both of 
partial and of general income taxes. 

12s. 6d. 


MACMILLAN & CO. LTD. 
St. Martin’s St., London, W.C.2 
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AN INTRODUCTION TO WoRLD Economic History SINCE 
THE GREAT War. By J. P. Day. (London, 1939: 
Macmillan & Co. 3s. 6d. net.) 


THE author makes a praiseworthy attempt to 
compress into a nutshell the history of twenty eventful 
years. He traces the economic damage caused by the 
Great War and the subsequent progress towards 
recovery. He presents a graphic description of the econo- 
mic history of the post-war years and diagnoses the 
successive failures to restore equilibrium. 


THE INCIDENCE OF INCOME TAxEsS. By D. Black. 
(London, 11939: Macmillan & Co. 12s. 6d. net.) 


Tuts book is a scientific approach to the problems of 
income tax, and for that reason is perhaps to some extent 
beyond the reach of the average reader. While it contains 
many practical points, it abounds in mathematical 
formule and graphs, and the author is obviously 
addressing his fellow economists rather than the general 
public. Nevertheless, some of the chapters contain 
material which could be studied with benefit by ordinary 
mortals. 
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